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PROFESSIONAL ETHICS OF CERTIFIED PUBLIC ACCOUNTANTS 
By John L. Carey, Executive Director, American Institute of CPAs 


In his new book, Mr. Carey makes a thorough, up-to-date study of the ethical 
concepts and rules which govern the accounting profession. He shows how they 
apply to specific areas of professional conduct and discusses certain unresolved 
questions which confront today’s practitioners. As a sound introduction to the 
professional aspects of public practice, the book will be especially valuable to 
students preparing for a career in accounting. Cloth bound, $4. Paper bound, $3.* 


ACCOUNTING TRENDS AND TECHNIQUES 
In Published Corporate Annual Reports 


Here is a completely new 1957 study which will be extremely useful to anyone 
who is concerned with the preparation or audit of financial statements. This new 
edition is based on a thorough survey of 600 corporate reports published during 
1956. It analyzes and demonstrates the terminology and accounting techniques 
used in today’s financial statements and accountant’s reports and—by means of 
comparative tables—shows what significant reporting trends have developed since 
1946 when this study was first undertaken. Paper bound, $15.* 


THE ACCOUNTANTS’ INDEX 1955-1956 


A valuable reference for every accounting and business library, this latest volume 
of the Accountants’ Index catalogues all the significant books, pamphlets and 
articles that have appeared on accounting, tax and related subjects during 1955-56. 
Every item is indexed by title, author and subject and fully cross-referenced. Cloth 
bound, $12. 


* A 40 per cent educational discount is allowed to schools and instructors on orders 
for Professional Ethics and Accounting Trends and Techniques. 


AMERICAN INSTITUTE OF 
CERTIFIED PUBLIC ACCOUNTANTS 


270 Madison Ave. New York 16, N.Y. 
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SOME COMMON MISCONCEPTIONS RELATING 
TO ACCOUNTING EDUCATION* 


C. A. Mover 
Professor, University of Illinois 
President, American Accounting Association 


of discussion during the past several 

years concerning accounting educa- 
tion. Many proposals and ideas have been 
presented. Some notions advanced have 
been based on misinformation or misunder- 
standing; others have resulted from a lack 
of knowledge of some of the factors present. 

There is no implication that these dis- 
cussions have not been beneficial; on the 
contrary, progress can be made only by 
airing openly criticisms, suggestions, pro- 
posals, and pet ideas relating to any and 
all aspects of accounting education. We 
should not accept suggestions, however, 
without carefully examining them in the 
light of what is best for present and future 
developments. 

Some statements have been made and 
some notions have become prevalent 
which need to be questioned or at least 
explained. I shall not attempt to include 
every misconception which has arisen, but 
shall treat only a few of those which have 
come to my attention during the past 
several years. Several of them are con- 
cerned with the general nature of account- 
ing education, several consider suggested 
objectives or specific proposals, and several 


Tas has been a considerable amount 


relate to the teaching of accounting. 
* This was presented at the Ninth Annual 
Meeting Southeastern Section of the American 


a ewe Association, University of Georgia, April 


1. Probably the most common miscon- 
ception today is that the study of account- 
ing should blindly follow the same pattern 
as the study of some other professional 
field such as law or medicine. 

This implies that accounting has the 
same basic characteristics as law or 
medicine. There are, however, many differ- 
ences among these fields, and accordingly 
the type of training required for prepara- 
tion for a career in any one of these several 
fields varies widely. 

A few examples will suffice to demon- 
strate this. In studying accounting it is 
necessary to take several courses in se- 
quence before very many of them can be 
taken concurrentiy. In other words, it is 
necessary to begin with fundamentals and 
then expand one’s knowledge of the subject 
through a series of courses until the point 
is reached where one has sufficient back- 
ground to study severai related areas 
simultaneously. Study in many of the 
other professions does not require this 
sequential progression to the same degree. 

Another important difference is that a 
knowledge of accounting is required by 
students in other fields of business ad- 
ministration before they may understand 
the significance of the material covered in 
their separate fields of study. In other 
words, accounting is properly a pre- 
requisite for those who intend to major in 
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business administration in an area other 
than accounting. That characteristic is 
not applicable to any extent in education 
for other professions. 

It is essential that full recognition be 
given to the fact that accounting educa- 
tion has its own characteristics, One should 
not expect to look at another field, copy 
the procedures and programs followed in 
another field, and as a result arrive at a 
satisfactory educational program in ac- 
counting. 

2. A second popular misconception, par- 
ticularly among earlier college graduates 
who did not major in accounting, is the 
notion that accounting majors have had 
practically no courses other than account- 
ing. Let me remind them that in all schools 
which belong to the American Association 
of Collegiate Schools of Business at least 
40 per cent of the academic work taken 
must be in subjects other than business, 
and also that all schools of business stipu- 
late that graduates must have had work in 
the business areas other than accounting. 

A graduate from a school of business is, 
therefore, required to take a large share of 
his work in liberal arts or other non-com- 
merce areas and also must have a broad 
preparation in the basic areas covered in 
the schools of business. These graduating 
requirements automatically limit the pro- 
portion of his program which may be in 
the field of accounting. In addition, many 
schools have established a maximum num- 
ber of credit hours of accounting subjects 
which may be counted toward graduation, 
in order that accounting majors may not 
neglect their general education. 

Approximately 50 per cent of the typical 
academic program of a graduate who has 
majored in accounting has been in liberal 
arts courses, such as English composition, 
speech, literature, natural sciences, mathe- 
matics, social sciences, and languages. 
Another 25 per cent of his credit hours have 
been earned in accounting courses, and 25 
per cent in other business courses, such as 


finance, marketing, economics, business 
law, statistics, and management.' 

A famous dress designer described a well- 
designed dress as one which is tight enough 
to show that a woman is wearing it, but 
loose enough to show that she is a lady, 
A well-designed program in accounting 
might be described in a similar manner. It 
should be technical enough to train stu- 
dents for careers in accounting, but liberal 
enough to give them a sound general 
education. 

3. A third area of confusion, and one 
which is often heard at the present time, is 
that employers are anxious to have ac 
counting majors complete a five or six year 
program before seeking employment. 
Those engaged in accounting education 
have long maintained that four years is too 
short a time to train students properly 
for careers in accounting and to include 
the general and specialized education 
which is desirable. In recent years non- 
educators have apparently joined forces 
with educators, and have said publicly that 
the time required for an accounting educa- 
tion should be extended, but their advice 
to students who are prospective employees 
has been uniformly contradictory to their 
public statements. Students who suggest 
to recruiters that they are considering 
additional study beyond the four years are 
informed that unless they are interested in 
teaching, additional study would be a 
waste of time because they can learn much 
more and will progress much more rapidly 
by accepting employment immediately. 
The shortage of accountants at the present 
time no doubt is primarily the cause of this 
inconsistency. Many employers are so 
anxious to find new employees that their 
convictions concerning the desirability 
of an extended educational program are 
forgotten during the interviewing season. 

4. The proposal is often made that 
separate accounting courses should be 


1 “Undergraduate Curriculum Study,” Te Ac- 
COUNTING REviEw, January, 1956. 
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provided for accounting majors and for 
non-accounting majors who are enrolled 
in collegiate schools of business. 

This suggestion is often made by non- 
accountants and sometimes has even been 
made by accountants. Such an arrange- 
ment appears to be impracticable and it 
may lead to some very undesirable com- 
plications. When students take the basic 
courses in accounting, ordinarily they do 
not know what their major will be. If they 
believe that they will major in some area 
other than accounting and, therefore, take 
the course for non-accounting majors, 
they may find later that they would like to 
major in accounting. They will discover, 
however, that they have not received the 
necessary training in this area to enable 
them to continue their studies. The only 
alternatives they would have would be to 
go back and take some additional work in 
accounting so that they may prepare them- 
selves for the more advanced courses, or to 
major in an area other than accounting. 
It is my belief that many valuable future 
accountants would be lost through such a 
process because many would select the 
second alternative. 

In addition, it seems to me that we can 
go too far in developing certain survey 
courses which scratch the surface and 
which are intended to impart only a gen- 
eral understanding, and which are de- 
signed as terminal courses. Such courses do 
not equip a student to continue his study 
in the specific area. For that reason, there 
seems to be good justification for offering 
special business courses for non-business 
students, and special non-business courses 
for business students, but little justifica- 
tion for offering special business courses 
for business students who presumably 
will select a major in some other business 
area. 

The basic courses in accounting should 
be designed in such a way that the material 
provided will be useful to accounting 
majors as well as non-accounting majors. 


Proper attention to the relationship of 
accounting to other business field’, the 
elements of business management and con- 
trol, and the usefulness of accounting in 
business, will assure the teaching of courses 
valuable to all business students regardless 
of their later specialization. 

5. A fifth common misconception is 
that preparation for the C.P.A. examina- 
tion is the sole objective of collegiate 
accounting education. 

One can find many examples in period- 
icals and other literature where writers 
have measured the success or failure of 
accounting education by the number of 
graduates who pass the C.P.A. examina- 
tion. It is true that this is one of the 
objectives of an accounting education and 
an important aim of many students. How- 
ever, we should be careful not to over- 
emphasize this. If we accept this as the 
only, objective then we would pay no 
attention to provisions for a liberal educa- 
tion nor to training in economics and in 
other related business areas. 

Without question the C.P.A. examina- 
tion has had considerable influence on 
courses offered in universities and on 
course content, This influence has been 
very desirable in some respects and quite 
undesirable in other respects. It has tended 
to raise the standards of accounting in- 
struction in many schools and has resulted 
in the offering of additional courses and 
additional course content which might 
otherwise not have been included. On the 
other hand, it has also resulted in inclu- 
sion in the program of many subjects and 
areas which are given primarily because 
questions relating to them” frequently 
appear on C.P.A. examinations. Many 
such subjects might be excluded and other 
subject matter substituted which would be 
of more value to graduates were it not for 
the influence of the C.P.A. examination. 

Acceptance of the passing of the C.P.A. 
examination as the sole objective of ac- 
counting education would imply that abil- 
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ity to pass this examination measures the 
soundness of the educational system. Not 
many educators would be willing to accept 
the C.P.A. examination alone as being a 
sound measuring device for education. 

6. Recent discussions about the estab- 
lishment of separate schools of accounting 
have led many to believe that in the near 
future all universities which have account- 
ing curricula will concern themselves only 
with preparing students for public account- 
ing. 

It doesn’t seem likely nor reasonable 
that universities will suddenly devote 
their efforts to preparation for only one 
field of accounting, and disregard others 
for which well-trained graduates are in 
increasing demand. The level of training 
for those entering public accounting needs 
to be raised, but so does the level of train- 
ing for those entering industrial and 
commercial accounting, and governmental 
accounting. 

Besides that, it seems to me that the core 
of knowledge which au accounting grad- 
uate should have should not vary much 
whether he is going into public accounting, 
industrial accounting, governmental ac- 
counting, or some other area of account- 
ing. There are some minor differences in 
his preparation and there might be some 
slight choice of electives which will give 
him a little more adequate preparation for 
one field as compared with another, but 
in general his preparation would be very 
similar for all fields of accounting. There- 
fore, when we speak of accounting educa- 
tion, we should mean education for all 
areas of accounting and not for public 
accounting alone. 

7. Another notion which has been ex- 
pressed by many is that all who have had 
experience in public accounting, industrial 
accounting, or other areas of accounting 
are thereby qualified to teach accounting; 
or that all who have Ph.D. degrees and 
hold C.P.A. certificates are automatically 
good teachers of accounting. 
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Neither of these statements is true. Let 
me explain. No one would question the 
fact that an individual with practical 
experience would find that such experience 
would give him and his students a little 
more confidence in his teaching and would 
furnish him with an understanding of 
business problems which, if he has the 
ability to use such information properly, 
would increase his usefulness as a teacher, 
This doesn’t mean, however, that a person 
who has had practical experience but 
who does not possess some of the other 
qualities of a good teacher will be success- 
ful or even useful. In other words, con- 
trary to the opinion expressed by many, 
practical experience in itself is not enough. 

Similarly, those who hold Ph.D. degrees 
and C.P.A. certificates have had the educa- 
tional training and have demonstrated 
their ability to pass the uniform examina- 
tion, but those degrees in themselves do not 
automatically produce a good teacher. It 
is natural that deans and other adminis- 
trators look with favor on the possession 
of such degrees because they represent 
educational and knowledge achievements. 
However, to be successful in teaching 
something other than degrees is necessary. 

I suppose that the ideal accounting 
teacher would be a person who has had 
practical experience; holds 2 Ph.D. degree 
and a C.P.A. certificate; is tolerant, pa- 
tient, cooperative, industrious, conscien- 
tious, dignified, attractive in appearance 
and dress; possesses a good personality; is 
excellent in research and writing; is in- 
spiring to students; is a gifted speaker; is 
not interested in becoming wealthy; and 
whose first love is teaching. 

The supply of such individuals is limited 
or perhaps to be more accurate, non- 
extent, but many of these attributes are 
possessed by every successful teacher. 

What I am trying to say is that out- 
standing accounting teachers, like out- 
standing accountants in industry, public 
accounting, or government possess rare 
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qualities and should receive salaries which 
will attract them to teaching. One hears 
many comments about the shortage of 
college teachers in accounting, and many 
suggestions about possible temporary 
means of meeting the shortage. Those 
comments and suggestions seem ridiculous 
when one considers the fact that college 
seniors often receive larger starting salaries 
than the salaries of some of the well- 
qualified faculty members who taught 
them. There is no real shortage of college 
accounting teachers; the real shortage is in 
salaries. 

8. A popular misconception among 
those who have never taught is that those 
who are tired of working will find a position 
ona university teaching staff a good oppor- 
tunity to lead an easy life. 

Those who believe this, and there are 
many who seem to be suffering under this 
misconception, are due for a shock if they 
ever have the opportunity to try it out for 
themselves. They hear of teaching loads of 
seven to twelve hours a week, and they 
think to themselves that this represents the 
equivalent of about one day’s work. They 
will soon learn that accountants are 
favorite prey for appointment to univer- 
sity and college committees and for many 
special assignments, that proper prepara- 
tion for classes takes several times as many 
hours as the classes themselves, that stu- 
dent’s papers by the thousands have to be 
graded, that examinations have to be 
prepared by the instructors, that they must 
devote many hours every week to private 
conferences with students, that they are 
expected to participate actively in civic 
and professional activities, that they are 
expected to be familiar with all current 
literature, and that they will be called on 
to do hundreds of other things that don’t 
appear in their contracts. 

Many who have had this notion and 
have obtained teaching positions, have 


found that the academic life was not the 
easy life they had expected, and have re- 
turned to less demanding business posi- 
tions. Others have found it challenging, 
and have become valuable members of 
teaching staffs. 

The list of misconceptions mentioned is 
not all-inclusive. I am sure that all educa- 
tors can think of many others. No doubt 
many will disagree with some of my com- 
ments, and that doesn’t disturb me. In 
fact, it would disturb me if some didn’t 
disagree, because it seems to me that a 
critical examination of all concepts is 
highly desirable, and that accounting 
education will benefit tremendously from 
frank and open discussions. 

When one considers that collegiate 
education for accountants was almost 
non-existent as short a time as forty years 
ago, and that since then B.S., M.S., and 
Ph.D. degrees in accountancy have been 
established and universally accepted in 
educational circles, one realizes that excep- 
tional progress has been made in the devel- 
opment of university programs in ac- 
countancy. The soundness of this develop- 
ment, in spite of the unexpected and 
phenomenal growth of the importance of 
accounting in our business life, should 
convince us that we may look to the future 
with confidence. 

Many so-called problems are being posed 
today which many pessimistically portray 
as insurmountable. In a new expanding 
field like accounting, this is to be expected. 
However, “unsolvable” problems facing 
accounting education have appeared be- 
fore, and have been solved. Many changes 
have taken place in the past, and others 
will occur in the future. If the experiences 
of the past are indicative, we can expect 
that changes. which evolve will represent 
continued progress and that accounting 
education will keep pace with the increas- 
ing responsibilities assigned to it. 
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ACCOUNTING AND REPORTING STANDARDS 
FOR CORPORATE FINANCIAL STATEMENTS 
1957 REVISION 


N June, 1936, the Executive Com- 
I mittee of the American Accounting 

Association issued a “‘Tentative State- 
ment of Accounting Principles Affecting 
Corporate Reports.” This was followed, in 
1941, by a revision entitled “Accounting 
Principles Underlying Corporate Finan- 
cial Statements” and, in 1948, by a second 
revision entitled “Accounting Concepts 
and Standards Underlying Corporate Fi- 
nancial Statements.” 

In 1949, a Committee on Concepts and 
Standards Underlying Corporate Finan- 
cial Statements was appointed to consider 
special problems relevant to financial re- 
porting. Subsequently, eight Supplemen- 
tary Statements were issued by this Com- 
mittee and published in THe ACCOUNTING 
REvIEW as follows: 

No. 1 Reserves and Retained Income (April, 

1951 

2 poses Level Changes and Financial State- 
ments (October, 1951) 

3 Current Assets and Current Liabilities 
(January, 1952) 

4 Accounting Principles and Taxable Income 
(October, 1952) 

5 Accounting Corrections (April, 1954) 

6 Inventory Pricing and Changes in Price 
Levels (April, 1954) 

7 Consolidated Financial Statements (April, 
1955 

8 Standards of Disclosure for Published 
Financial Reports (July, 1955) 

In 1955, the Committee was assigned 
the task of revising the 1948 Statement. 
The accompanying report is the result. It 
was prepared after careful study of all 
prior statements, and certain portions of 
these, particularly of the Supplementary 
Statements, have been included. 

The Executive Committee of the Asso- 
ciation has accepted this revision for pub- 
lication; however, responsibility for it rests 


entirely with the Committee on Concepts 
and Standards Underlying Corporate Fi- 
nancial Statements. 


I 
Introduction 


The primary function of accounting is 
to accumulate and communicate informa- 
tion essential to an understanding of the 
activities of an enterprise, whether large 
or small, corporate or non-corporate, prof- 
it or non-profit, public or private.iTo ac- 
complish this function most effectively, 
accounting must develop within a definite 
framework of concepts and standards. The 
purposes of this Statement are to present 
the concepts fundamental to accounting, 
and to suggest standards to which general- 
purpose reports to stockholders and others 
interested in corporate business enterprise 
should conform, and by which existing ac- 
counting practice may be judged. Thus it 
may contribute to the orderly develop- 
ment of accounting. 

Accounting procedures and reports are 
based on the premise that quantitative 
data provide an effective means of de- 
scription and are basic to the communica- 
tion of qualitative information about the 
enterprise. Although many of the signifi- 
cant facts of business can be dealt with in 
accounting, others cannot be expressed in 
financial terms within the scope of ac- 
counting reports. Therefore accounting 
data ordinarily are most useful if supple- 
mented by other types of statistical data 
and by relevant non-quantitative infor- 
mation. 

The corporation is the dominant medi- 
um for pooling and utilizing economic re- 
sources contributed by investors. Al- 
though some corporations are actually 
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little more than proprietorships or part- erable that one set of financial reports 
nerships operating under the corporate cover the status and operating results of a 
form in order to obtain certain taxor other number of affiliated corporations. The 
advantages, others are large in size and business entity concept provides a basis 
scope of activity, control significant quan- for identifying economic resources and ac- 
Pts tities of economic resources, produce ma- tivities with specific enterprises, and thus 
Fi- jor shares of industry outputs, and issue for defining the area of coverage appropri- 
various kinds of securities widely held and ate toa given set of records or reports. 
actively traded in the financial markets. 
In these latter cases, there is both a sub- Zmlerprise Continuity 
stantial separation of enterprise owner- The “going concern” concept assumes 
is ship from management and a wide public the continuance of the general enterprise 
1a- interest in the corporation’s affairs. It is situation: In the absence of evidence to 
he with the financial reports of such corpora- the contrary, the entity is viewed as E 
Be tions that this statement is primarily con- remaining in operation indefinitely. Al- 


of- cerned. though it is recognized that business ac- 
c- I tivities and economic conditions are chang- 
y, ing constantly, the concept assumes that 
te Underlying Concepts controlling environmental circumstances 
he Financial statements are based on con- Will persist sufficiently far into the future 
nt ventions derived from experience. These to permit existing plans and programs to ] 
g, conventions represent the accountant’s e carried to completion. Thus the assets 
J best efforts to meet recognized needs in the of the enterprise are expected to have con- 1 
rs most useful manner. Underlying the con- tinuing usefulness for the general purpose 
se ventions of accounting are a number of for which they were acquired, and its lia- 
C- concepts: business entity, enterprise con- bilities are expected to be paid at ma- 
it tinuity, money measurement, and realiza- turity. 
)- tion. To the extent that termination of im- 
, : portant activities can be predicted with as- 
e Business Entity surance, a partial or complete abandon- 
/~ A business entity is a formal or informal \\ ment of the assumption of continuity is in 
- unit of enterprise—a collection of eco- jorder. Otherwise, the assumption provides 
nomic goods and services and a group of a reasonable basis for presenting enterprise 
\ Persons—organized to accomplish status and performance. 


express or implied purposes. The activities : 
of such an entity are usually oriented Money Measurement 
toward profit objectives and, in broad out- The monetary unit is the principal unit 
line, involve the acquisition of goods and of measure employed in accounting to re- 
services, the transformation of these ac- cord and report information about busi- 
quisitions, and the delivery of the result- ness events. It is the simplest and most j 
ing outputs to market. Accounting pro- adaptable common denominator in which 
cedures and financial reports are concerned business transactions may be. expressed, 
with specific business entities and their ac- and its use facilitates the summarizations 
tivities. and comparisons essential to effective re- 
The entity concept assumes the pre- porting. 
dominance of the economic aspects. of Money amounts in financial reports are 
business organization. Thus it may be pref- intended to reflect economic events, and 
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are useful only to the extent that they are 
reasonable representations of these events. 
Because money has meaning only with re- 
spect to a given level and structure of 
prices, substantial changes in prices affect 
the comparability of money amounts. Un- 
der such conditions, any unadjusted mon- 
ey measurement should be interpreted in 
the light of the price situation extant at 
the time of the transaction in which it orig- 
inated. 

Price derives from the exchange of spe- 
cific goods and services under actual mar- 
ket conditions and is prima facie evidence 
of the money value of such goods and ser- 
vices at the time of exchange. Under cer- 
tain circumstances, the price experienced 
in one transaction may be applied to simi- 
lar or related items, but a price does not 
apply without reservation to any and all 
assets of a given kind. Nor can it be as- 
sumed that price is necessarily a final and 
thoroughly objective measure of value. 
The circumstances surrounding a given 
market situation or transaction may af- 
fect the meaning and usefulness of price 
data. Despite these limitations, price is at 
least indicative of value at time of ex- 
change, and as such is a great aid in the 
quantification of business data for ac- 
counting purposes. 

Under conditions of exchange involving 
a substantial time lag between purchase or 
sale and ultimate payment, the effective 
exchange price may be defined as the 
amount of the expected payment dis- 
counted to its present worth at an ap- 
propriate rate of interest. 


Realization 

The essential meaning of realization is 
that a change in an asset or liability has 
become sufficiently definite and objective 
to warrant recognition in the accounts. 
This recognition may rest on an exchange 


transaction between independent parties, 
or on established trade practices, or on the 
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terms of a contract performance of which 
is considered to be virtually certain. It 
may depend on the stability of a banking 
system, the enforceability of commercial 
agreements, or the ability of a highly or- 
ganized market to facilitate the conversion 
of an asset into another form. 


III 
Assets 


Assets are economic resources devoted 
to business purposes within a specific ac- 
counting entity; they are aggregates of 
service-potentials available for or bene- 
ficial to expected operations. The signifi- 
cance of some assets may be uniquely re- 
lated to the objectives of the business en- 
tity and will depend upon enterprise con- 
tinuity. 

Assets may be acquired in various ways; 
they may exist in numerous forms; and 


they may have different degrees and kinds . 


of usefulness to the enterprise. Because of 
these facts, there are various criteria for as- 
set recognition, classification, and meas- 


urement. 


Recognition 


Typically, the initial appearance of an 
asset within an entity is the result of an ex- 
change transaction in which terms and 
amounts established by negotiation are 
supported by documents and market data. 
This tends to make the transaction un- 
ambiguous and objective, and the require- 
ments for measurement are met clearly 
and directly. 

Assets may be converted from one form 
to another within the area of entity opera- 
tions, and the amounts of assets may be re- 
classified as service potentials are con- 
verted. Even though reclassifications do 
not imply aggregate asset increase, they 
should be based upon objective data. The 
facts of production are the basis for cost- 
assignments in inventory. 

Any increase or decrease in the aggre- 
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gate amount of assets should be corrobo- 
rated by a market transaction or its equiva- 
lent. For example, discovery, gift or dona- 
tion, the processes of accrual or accretion, 
and (under certain contractual arrange- 
ments) production, may entail recognition 
of new assets. In all cases the requirements 
of objective measurement should be met; 
the concept of realization provides gen- 
eral standards for the recognition of asset 
increases. 


Measurement 


The value of an asset is the money- 
equivalent of its service potentials. Con- 
ceptually, this is the sum of the future 
market prices of all streams of service to 
be derived, discounted by probability and 
interest factors to their present worths. 
However, this conception of value is an 
abstraction which yields but limited prac- 
tical basis for quantification. Consequent- 
ly, the measurement of assets is commonly 
made by other more feasible methods. 

Monetary assets—cash or claims to cash 
—should be expressed in terms of ex- 
pected cash receipts adjusted for collec- 
tion delay where significant. Cash on hand, 
demand deposits, and short-term govern- 
ment receivables are readily expressed in 
such terms because the force of interest 
and the uncertainty of collection are neg- 
ligible. Other claims to cash may require 
adjustment to measure current realizable 
amounts. Accounts or notes receivable 
should be discounted for stated or implied 
interest factors, if material; they should 
also be reduced by allowances to cover 
shrinkage on collection. Still other cash- 
claims may involve equitable considera- 
tions, as in the measurement of receivables 
arising from long-term construction con- 
tracts on a percentage of completion basis. 
In every case, however, the amount of 
Monetary assets should be based on dis- 
cernible, measurable, and reasonably cer- 
tain collection and availability of cash. 


Non-monetary assets—inventories, 
plant, long-term investments, and de- 
ferred items generally—are not as amen- 
able to accurate money measurement. 
Such assets are typically stated at acquisi- 
tion cost or some derivative thereof. As- 
suming a free market, acquisition cost ex- 
pressed in the bargained price of an asset 
is presumed to be a satisfactory quantifi- 
cation of future service expectations at 
the time of acquisition. Bargained price is 
the objective and determinable result of a 
completed transaction, and it tends to re- 
flect the unique relation of the asset to the 
entity at the time of the transaction. 

Acquisition cost is the amount of cash 
or its equivalent stated or implied in the 
acquisition price, the amount given up for 
the items or services acquired. Assets that 
are acquired without a stated money con- 
sideration, or through transactions which 
do not result in an objective price, are 
measured by either the market price of the 
consideration given for the new asset or 
the exchange price of the new asset as es- 
tablished in the market. When there is no 
market price for either the consideration 
given or the asset acquired, appraisal by 
independent parties may be the best way 
to quantify the asset acquisition. 

Acquisition costs derived from prices es- 
tablished in market transactions may be 
used to quantify events occurring within 
the entity in the process of transforming 
acquired goods and services into product 
for delivery to the market. Thus the cost 
of a manufactured product is the sum of 
the acquisition costs reasonably traceable 
to that product and should include both 
direct and indirect factors. The omission of 
any element of manufacturing cost is not 
acceptable. 

Modification of acquisition cost may be 
occasioned by recognition of such factors 
as depreciation, depletion, or obsoles- 
cence. Any decline in the service potential 
of plant and other long-term assets should 
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be recognized in the accounts in the pe- 
riods in which such decline occurs. Unless 
they represent reasonable allocations of 
cost, neither traditional policies nor maxi- 
mum charge-offs allowed under tax regu- 
lations should be permitted to control such 
estimates. 

The aim of all measurements of assets is 
to state the amount of available service 
potential in the most objective and realis- 
tic terms. Amounts so stated should be 
carried forward unchanged, except for 
modifications as described, in order to 
provide a statistical base for comparison 
and interpretation. Adjustments for price 
level change, for instance, can be made 
meaningful only when the underlying as- 
set amount is objectively stated. 

When the service potential of a given 
asset is no longer available to the enter- 
prise, whether transferred by sale, ex- 
hausted through use, or dissipated by ob- 
solescence or damage, the acquisition cost 
of the asset, as modified by events subse- 
quent to acquisition, should be eliminated 
from the accounts and any final gain or 
loss on disposition recognized. 

IV 
Income Determination 


In modern accounting, income is deter- 
mined for stated periods which are typ- 
ically shorter than the life span of the en- 
terprise. Since the useful lives of assets 
frequently extend over several periods, and 
since business transactions are not at uni- 
form stages of completion at the ends of 
such periods, the determination of income 
is a complex accounting operation requir- 
ing the use of estimates and the exercise of 
judgment. 

The realized net income of an enterprise 
measures its effectiveness as an operating 
unit and is the change in its net assets 
arising out of (a) the excess or deficiency of 
revenue compared with related expired 
cost and (b) other gains or losses to the en- 
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terprise from sales, exchanges, or other 
conversions of assets. Interest charges, in. 
come taxes, and true profit-sharing distri. 
butions are not determinants of enter prise 
net income. 

In determining net income to sharehold- 
ers, however, interest charges, income 
taxes, profit-sharing distributions, and 


credits or charges arising from such events 


as forgiveness of indebtedness and contri- 
butions are properly included. In finan- 
cial reports and discussions alike, care 
should be exercised to indicate whether 
enterprise net income or net income to the 
shareholders is at issue. 


Revenue 


Revenue, the principal source of realized 
net income, is the monetary expression of 
the aggregate of products or services trans- 
ferred by an enterprise to its customers 
during a period of time. In accounting for 
revenue, the two central questions are the 
timing of revenue recognition and the de- 
termination of amount. 

If a tangible product is furnished by the 
enterprise to its customers, revenue should 
normally be recognized at the time of sale. 
An extended collection period or the neces- 
sity for substantial effort by the enter- 
prise subsequent to sale may create prob- 
lems of measurement without affecting the 
propriety of recognizing revenue on the 
basis of the sale. In the manufacture of 
special items on a contract basis, revenue 
may be recognized as appropriate to the 
progress of the work and the terms of the 
contract. If a service is furnished by the 
enterprise to its customers, revenue nor- 
mally should be recognized at the time of 
performance. Performance may be identi- 
fied with the passage of time, with a spe- 
cific act, or with a combination of time and 
specific act. . 

Revenue is measured by the price es- 
tablished in the transaction with the cus- 
tomer after making appropriate allow- 
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ance for any prolonged collection period. 
All discounts, trade allowances, or other re- 
ductions of billed prices should be treated 
as adjustments of the revenue figure to 


which they apply. 


Expired Costs 


Expired costs are those having no die. 
cernible benefit to future operations. They 
may be classified as “expense’’ or “loss.” 
Expense is the expired cost, directly or in- 
directly related to a given fiscal period, of 
the flow of goods or services into the mar- 
ket and of related operations. Loss is ex- 
pired cost not beneficial to the revenue 
producing activities of the enterprise. 

The basic questions concerning cost ex- 
pirations are the time of recognition and' 
the determination of amount. Recognition 
of cost expiration is based either on a com- 
plete or partial decline in the usefulness of 
assets, or on the appearance of a liability, 
without a corresponding increase in as- 
sets. The service potential of assets may, 
decline because of transfer of title, grad- 
ual or abrupt physical deterioration, con- 
sumption of service potential through use, 
even though no physical change is appar-. 


ent, or economic deterioration because of! 


obsolescence or change in consumer de- 
mand. The issuance of product guarantees, 
notice of adverse court rulings, and similar 
events establishing the existence of liabili- 


‘ ties likewise call for recognition of cost 


expirations. 

In the majority of companies, the most 
important category of expense is the cost 
of goods sold. Ideally, the measurement of 
this expense should accomplish three re- 
lated objectives: 

1. report in current terms the cost of 
products and services transferred to cus- 
tomers during the period; 

2. report in current terms the costs 
present in inventories at the end of the pe- 
riod ; 

3. identify the gains or losses result- 


ing from price changes. 

The methods of inventory pricing in 
common use achieve these objectives in 
varying degrees. For example, LIFO 
usually reflects cost of goods sold in rela- 
tively current terms, but fails to do the 
same for inventories, and does not disclose 
the results of price changes. FIFO and av- 
erage cost methods are reasonably satis- 
factory in many cases with respect to the 
pricing of inventories. They also reflect the 
effects of price changes but bury this in- 
formation in the cost of goods sold figure, 
thereby failing to distinguish between 
trading profit or loss and the gains or 
losses from price. movements. Standard 
cost methods can accomplish the objec- 
tives set forth above, but the results of 
these procedures typically are adjusted to 
historical outlay cost in published financial 


reports. 


Income Tax 


The law relevant to income taxation 
should conform as closely as practicable to 
accounting principles of net income deter- 
mination. However, tax objectives are in- 
evitably somewhat different from those of 
accounting, and continuing differences be-. 
tween reported and taxable business earn- 
ings are to be expected. 

In any given period, some differences 
may be attributable to the inclusion or ex- 
clusion for tax computation of revenue or 
expired cost recognized under accounting 
principles as net income determinants in 
earlier or later periods. Since such differ- 
ences are often significant, and since they 
may give rise to expectations of wholly or 
partially off-setting differences in later pe- 
riods, they should be disclosed. 

Disclosure is sometimes accomplished 
by recording the differences as prepay- 
ments (given an expectation of future tax 
savings) or accruals (given the opposing 
prospect). However, these items do not 
present the usual characteristics of assets 
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or liabilities; the possible future offsets are 
often subject tc unusual uncertainties; and 
treatment on an accrual basis is in many 
cases unduly complicated. Consequently, 
disclosure by accrual may be more confus- 
ing than enlightening and is therefore un- 
desirable. 


Equities 

Corporation accounts and reports cus- 
tomarily reflect creditor and stockholder 
interests, both of which are referred to in 
this Statement as “equities.” 

The interests or equities of creditors 
(liabilities) are claims against the entity 
arising from past activities or events 
which, in the usual case, require for their 
satisfaction the expenditure of corporate 
resources. The interests or equities of 
stockholders represent residual claims 
to corporate assets, although particular 
classes of stock may, by contractual ar- 
rangement, be assigned different priorities. 
For example, an issue may have priority 
in income distributions but not in liquidat- 
ing distributions. 

The discharge of a liability at a deter- 
minable date is normally required by con- 
tract or intent of parties. Such a require- 
ment is not a characteristic of stockhold- 
ers’ equities. However, a particular corpo- 
rate security may combine some of the 
characteristics of both creditor and stock- 
holder interests. Equities should be re- 
ported in financial statements in a manner 
which emphasizes their dominant charac- 
teristics. 

Equities should be accorded accounting 
recognition in the period in which money, 
goods, or services are received or obliga- 
tions incurred, and should be measured ini- 
tially by the agreed cash consideration or 
its equivalent. The elimination of an equi- 
ty should be recognized in the period in 
which it ceases to exist. 

Differences between the consideration 
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received and the amount payable in settle. 
ment of a liability at maturity should be 
amortized systematically as a part of the 
periodic interest. Any difference between 
the amortized amount of a liability as re. 
flected in the accounts and the amount of 
assets released or equities created should 
be recognized as a gain or loss in the period 
of liquidation. When a liability is dis. 
charged by conversion to a stock equity, 
the market value of the liability is ideally 
the measure of the new equity created, 
However, if a reliable market price for the 
liability is not available, the market value 
of the stock issued may be used. 

The acquisition of its own shares by a 
corporation represents a contraction of its 
capital structure. However, statutory re- 
quirements are particularly restrictive in 
this area of corporate activity and, to an 
important degree, are controlling in the 
reporting of such transactions. Preferably, 
the outlay by a corporation for its own 
shares is reflected as a reduction of the ag- 
gregate of contributed capital, and any ex- 
cess of outlay over the pro-rata portion of 
contributed capital as a distribution of re- 
tained earnings. The issuance of reacquired 
shares should be accounted for in the same 
way as the issuance of previously unissued 
shares, that is, the entire proceeds should 
be credited to contributed capital. 


VI 
Standards of Disclosure 


The use by investors of published finan- 
cial statements in making investment de- 
cisions and in exercising control over man- 
agement should be considered of primary 
importance. It seems reasonable to assume 
that those using financial statements for 
these purposes will be willing and compe- 
tent to read them carefully and with dis- 
crimination. Special consideration should 
be given to such matters as the extent of 
disclosure desirable and feasible, the means 
for achieving adequate disclosure, and the 
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attainment of comparability over time and 
among companies. 
Extent of Disclosure 

The results of all transactions occurring 
within the period reported on should be 
presented in financial statements; the re- 
sults or character of specific transactions 
or groups of transactions should be re- 

to the extent that a knowledge of 

such information is significant to an in- 
vestor. 

The reports for the period will encom- 


pass not only those transactions which 


arise from operations of the period, but 
also some transactions completed during 
the period and related to activities of prior 
periods. Transactions relating to current 
operations should be reported as com- 
ponents of realized net income of the pe- 
riod. Income-determining transactions rec- 
ognized in the current period but primarily 
relating to prior activities should not affect 
the determination or reporting of realized 
net income of the period. 

In some cases there may be a clear indi- 
cation of a change in an asset or liability 
although the criteria for realization estab- 
lished in the trade or industry have not yet 
been met. Such changes not yet realized 
should be disclosed in financial reports but 
should not be permitted to affect the 
amount of realized net income. 

Inferences to be drawn from financial 
statements are often subject to modifica- 
tion by reason of events occurring after the 
statement date. Accordingly, disclosure 
may be inadequate if such information is 
not revealed. Similarly, information con- 
cerning transactions such as stock options, 
pension plans, and long-term lease agree- 
ments, the results of which have not been 
reflected in the accounts as of the state- 
ment date, should be disclosed. 

In the selection of classifications, in 
planning the extent of summarization, in 


giving emphasis to or omitting informa- 


tion, and in determining periodic net in- 
come, materiality is often a deciding fac- 
tor. Materiality, as used in accounting, 
may be described as a state of relative im- 
portance. The materiality of an item may 
depend on its size, its nature, or a combina- 
tion of both. An item should be regarded 
as material if there is reason to believe that 
knowledge of it would influence the de- 
cisions of an informed investor. 
Means of Disclosure 

Adequacy of disclosure is in part de- 
pendent on the form of presentation, which 
should be so designed as to enhance the 
reader’s understanding of the data and to 
minimize the possibility of misinterpreta- 
tion. Classification, arrangement, and sum- 
marization should be employed to indicate 
similarity, dissimilarity, relative impor- 
tance, and interrelationships among the 


Supporting schedules dod supplemen- 
tary exhibits should accompany the con- 
ventional accounting statements whenever 
their use will promote fuller understand- 
ing. For example, manufacturing state- 
ments, analyses of cost-volume-profit rela- 
tionships, schedules of changes in property 
and allowances for depreciation, and state- 
ments of the flow of funds are recom- 
mended as means of disclosure. 

In the absence of special circumstances, 
consolidated financial statements are use- 
ful representations of financial position 
and results of operations when a dominant 
central interest exists in two or more com- 
panies and is accompanied by administra- 
tive control of their activities and re- 
sources. The existence of a dominant cen- 
tral financial interest is usually clearcut 
and recognizable. When the existence of 
such an interest is not obvious, decision 
relative to consolidation involves con- 
sideration of factors such as the amount 
and type of share ownership among affili- 
ates, representation on the board of direc- 
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tors, and restrictive legislation. In most 
cases, single ownership of a majority of the 
voting shares outstanding is sufficient to 
establish a prima facie case that a domi- 
nant central financial interest exists. 

The object of consolidated statements is 
to describe the financial activities and po- 
sition of a group of companies as if they 
were a single entity. All reciprocal ac- 
counts and any gain or loss on intercom- 
pany transactions unrealized at the balance 
sheet date from the point of view of the 
affiliated group as an entity should there- 
fore be eliminated. 

Complete financial statements should be 
made available to investors at least once a 
year and as promptly after the close of the 
reporting period as feasible. Because time- 
liness of reporting is an essential element 
of adequate disclosure, important financial 
developments should be reported promptly 
through interim statements or by other 
means. 

This Committee does not urge the em- 
ployment of any particular financial state- 
ments in any specific forms. Rather, atten- 
tion is directed to the standards by which 
the adequacy of disclosure, however ac- 
complished, may be judged. Traditional 
statement forms, modifications of such 
traditional forms, or entirely new reports 
may be called for. However, changes in 
accounting techniques inevitably conflict 
with the objective of comparability and 
should be introduced only after careful 
deliberation. 


Comparability 


Because the effective use of financial 
statements involves interperiod and inter- 


The Accounting Review 


company comparisons, comparability of 
data over time and among companies js 
important. The principal barriers to such 
comparability are distortions resulting 
from price fluctuations and variations in 
accounting methods. 

Until reasonably uniform principles of 
adjustment for price changes are com- 
monly accepted, investors should be fur- 
nished such supplementary data as would 
be helpful in evaluating the significance of 
price fluctuations in the interpretation of 
financial reports of the particular enter- 
prise. Supplementary data may be re 
ported to reflect the effect of price changes 
in the specific assets held by the enterprise 
during the period, to show the effect upon 
the enterprise of movements in the general 
price level, or to achieve both purposes. 
Adjustment for individual price changes 
may be effected by determinations of re- 
placement cost or by the use of specific 
price indexes; adjustment for changes in 
the general purchasing power of money 
requires the use of general rather than 
specific price indexes. 

Uniformity of accounting method is 
neither expected nor necessarily desirable, 
but reasonable comparability of reported 
data is essential. Therefore, when methods 
are changed between periods, the data 
necessary for adjusting current informa- 
tion to the basis previously employed 
should be provided. Moreover, when al- 
ternative practices in common use give 
materially different results, the practice 
adopted should be stated and the data re- 
quired to achieve reasonable comparability 
should be supplied. 


DISSENTS TO THE 1957 REVISION 


The following dissents indicate points on 
which a majority of the committee mem- 


1. The definition of product cost given 


in Section III (page 4) is so framed as to 


bership reached agreement but on which deny the acceptability, with reference to 
unanimity was unattainable. 


published financial reports, of those pro- 
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cedures known as “direct costing.” “Di- 
rect costing’ does not exclude from prod- 
uct inventories those manufacturing costs 
directly attributable to current produc- 
tion, that is, varying with changes in the 
rate of manufacturing operations; it does 

exclude fixed manufacturing costs, on the 
ground that such invariant elements (like 
general administration costs) ought to ap- 
pear as expense of the period in which they 
are incurred. 

Mr. Hill and Mr. Vatter dissent from 
the majority position that direct costing is 
not an acceptable practice of accounting 
measurement. They believe that assets are 
indeed “‘service-potentials available for, or 
beneficial to, expected operations” (see 
page 3), and that asset measurement 
based on this definition need not include 
costs which must be incurred regardless of 
production or sale. They therefore con- 
clude that direct costing is at least as ac- 
ceptable in accounting theory as is the 
conventional “‘full costing” concept. More- 
over, they believe that the use of direct 
costing procedures will, in many cases, 
yield results more useful to investors as 
well as to management. 

2. Mr. Vatter contends that the defini- 
tion of income (page 5), which is an ac- 
ceptance of both the entity and the pro- 
prietary viewpoints, is confusing. Indefi- 
nite as the concept of income is, even under 
the best of circumstances, it is not made 
clear by the mere admonition to specify 
which “‘income”’ is at issue. 

He agrees that realization is properly 
included in the definition, as an essential 
element in the determination of income. 
However, the only ways in which share- 
holders can realize income are (a) by re- 
ceiving cash or other property as a distri- 
bution of corporate income, or (b) by 
transferring their equities—usually to 
third parties in market transactions—for 
an amount greater than cost. “Net income 
to shareholders” is therefore confusing, for 


without realization there can be no income. 

The dual definition implies that certain 
items fall clearly within the province of 
one or the other kind of income; in the dis- 
senter’s opinion, such divisions are quite 
difficult. For example, contributions with 
specified or implied restrictions (such as 
location of a plant, maintenance of a pay- 
roll, or other similar conditions) should be 
treated as invested capital—even after the 
restrictions have been met. Grants in aid 
are not income, because of their special and 
non-recurring nature. Yet, contributions 
made without reservation, intended to 
cover current operating costs (in hospitals, 
foundations or similar enterprises) are 
properly included in corporate income. 

Forgiveness of debt, stock options, 
treasury share transactions, and other ad- 
justments or dilutions of equities may im- 
ply gains or losses for those investors 
involved, but they should not determine 
income. Not only do such adjustments fail 
to meet the realization criterion; they are 
not (and perhaps cannot) be measured and 
reported clearly by means of accounting. 
Charges and credits in this group should 
be shown (along with corporate income 
taxes, interest charges, profit-sharing bo- 
nuses, preferred and common dividends) 
as dispositions of income or equity-trans- 
fers, rather than as determinants of a “net 
income to shareholders.” 

The position taken here would also en- 
tail certain minor changes in wording else- 
where in this statement. However, this 
dissent is concerned with the over-all con- 
cept of income, not the particular words in 
which it may be expressed. 

3. Mr. Moonitz dissents to the reporting 
standards set forth in the section on In- 
come Tax (pages 6 and 7). He feels that 
the recognition of revenues or expenses in 
one period for business purposes and in an 
earlier or later period for tax purposes re- 
quires the recognition of the related ac- 
cruals or prepayments of income tax—ac- 
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cruals or prepayments which should be 
reflected in the accounts and the financial 
statements themselves, and not relegated 
to the limbo of a footnote. He maintains 
that the prospects of substantial reduction 
or repeal of the corporate income tax are 
negligible, and that the prospects of profit- 
able operation of corporate enterprise are 
extremely high. As a consequence, the 
future tax obligation or benefit is suff- 
ciently certain to warrant inclusion in the 
accounts and financial statements. 


* * * 


Although responsibility for the 1957 
Statement rests entirely with the Com- 
mittee on Accounting Concepts and Stand- 
ards, acknowledgment of the assistance 
and advice of others is appropriate. Pro- 


fessors George R. Husband and Daniel 
Borth were appointed to the Committee in 
1955 and made substantial contributions 
to its work before they withdrew because 
of other obligations. Advisors to the Com- 
mittee and various members of the Execu- 
tive Committee of the American Account- 
ing Association have read some of the pre- 
liminary drafts and have offered comments 
and suggestions. 
Committee on Accounting 
Concepts and Standards 
R. K. Mavutz (Chairman) 
Homer A. BLACK 
SIDNEY DAVIDSON 
Tuomas M. 
MAURICE MOONITZ 
FRANK P. SMITH 
J. VATTER 
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THE 1957 STATEMENT OF ACCOUNTING AND 
REPORTING STANDARDS* 


R. K. Mautz 
Professor, University of Illinois 


plain the 1957 version of ““Account- 

ing and Reporting Standards for 
Corporate Financial Statements” in the 
relatively short period allotted to it on this 
program is almost surely doomed to failure. 
First, because the development of this re- 
vision was a task of no mean proportions, 
second, because one would have to be a 
party to this effort to understand and 
appreciate the extent of the argument, 
persuasion, compromise, and soul-search- 
ing involved, and third, because only a care- 
ful study of this report in conjunction with 
its predecessors will reveal all the “im- 
provements” included. 

Iam reminded of the little boy who came 
home from Sunday School one Sabbath 
day to be greeted by his mother’s usual 
question: “Well, Johnny, what did you 
learn in Sunday School today?” To this 
Johnny replied: “We learned about how 
Moses infiltrated behind the enemy lines 
and led the children of Israel out of 
Egypt.” Naturally, mother was intrigued 
by his reply, so she urged him to continue 
and tell her more. ‘““That’s really about all 
there is to it,” Johnny went on. “Moses 
infiltrated through the Egyptian lines and 
got the children of Israel all organized. 
Then he started sneaking them out of the 
country. When they came to the shores of 
the Dead Sea it looked as if they were 
stopped, but Moses called for his engineer 
corps and had them build a pontoon bridge 
to cross on. Just as they reached the other 
side, he looked back and saw the Egyptian 
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* This paper was presented at the Annual Meetin 
of the American Accounting Association, University 
Wisconsin, on August 27, 1957. 


547 


tanks coming hot after them. For a minute 
it looked as if they were done for, but Moses 
got on the walkie-talkie and called head- 
quarters. When he explained what bad 
shape they were in, headquarters sent out 
a squadron of jets to dive-bomb the bridge. 
They got there just as the Egyptian tanks 
were crossing so they bombed the bridge 
and all the Egyptian tanks went to the 
bottom of the sea. Moses and his detail 
got away. That’s about all there was to it.” 

By this time mother was at least slightly 
incredulous. “Now, Johnny, the teacher 
didn’t really tell you such a story, did she?” 
“Well, no, not exactly,” replied Johnny, 
“but if I told it the way she did, you’d 
never believe me!” 

So it is with the 1957 statement. If I 
were to tell you all the difficulties and prob- 
lems we had, you would never believe me. 
Perhaps it is possible, however, in the few 
minutes we have to at least tell you what 
we tried to do, what it cost the association, 
and what you have for your money. 

First, let me explain the attitude of our 
committee toward the 1948 Revision and 
its antecedents. Two points warrant atten- 
tion here. We do not see our efforts at re- 
vision as a criticism of the 1948 Statement 
or of the work of those who wrote it. To us, 
the 1948 Statement, like our own 1957 
Statement, represents a logical develop- 
ment in a continuing evolutionary progres- 
sion. We accept it as a serious effort by 
competent men. We found it extremely 
helpful and we used it a great deal. 
Developments subsequent to its appear- 
ance, such as the nine Supplementary 
Statements, suggest the timeliness of an- 
other effort at formulating a new version. 
Good as it was, time and progress have 
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marched on. In short, we treated it as we 
hope a future committee assigned to a 
later revision will treat the 1957 State- 
ment. 

The second point that warrants mention 
is that we considered our efforts and our 
conclusions equally valid with those of 
previous committees. Whether or not this 
is an indication of conceit on our part, it is 
in line with our assignment and we had no 
real alternative. At various times during 
our struggle to develop a statement we 
were told, both in public and in private, 
that we could do no better than affrmwhat 
had been produced by one or another of the 
earlier committees, or at least that we 
should not feel it within our realm of 
privilege to make any substantial change. 
These suggestions we could not accept. 
Certainly we did not lightly cast aside all 
that had gone before; on the other hand, 
we entertained no notions of ancestor 
worship whatever. We were assigned to re- 
vise the 1948 Statement. It seemed to us 
that a full-scale revision was in order. 
Whether success attended our efforts or 
not, this is what we attempted to do. 

The 1957 Statement cost the American 
Accounting Association for travel and sub- 
sistence of committee members a total of 
$4,381.80 over a two and one-half year 
period, no small amount to an organiza- 
tion whose total income from dues in 1956 
was $33,120.55. But this is a very poor 
measure of its cost. The members of the 
committee put in a total of at least 700 
hours in committee meetings devoted 
solely to this work. The time spent on this 
project outside of meetings cannot be 
measured accurately, but an estimate of at 
least three and possibly many more hours 
of preparation and travel for every hour 
spent in committee would be conservative. 
I can speak with authority for only one 
member of the committee, but in his case I 
am sure a seven for one ratio would be no 
exaggeration. In addition, costs of steno- 


graphic help, postage, supplies, and the 
like were borne either by committee mem- 
bers or their schools. 

We met for seven two-day meetings, 
The final report passed through six com- 
plete drafts. Between the meetings at 
which complete drafts were discussed, the 
various sections of the statement were 
assigned to two-man subcommittees for 
rewriting and modification. Suggestions 
and criticisms were circulated through all- 
member letters. As a result, almost every 
section in the final statement was drafted, 
criticized, and re-drafted from ten to a 
dozen or more times. Final editing was 
performed by the committee in a regular 
meeting. The resulting statement can be 
described truly as a committee effort. 
Individual members can find very few 
paragraphs which they can claim as their 
very own. If any one of us had any pride 
of authorship in our original individual 
contributions, we have since learned to 
swallow it for the good of the cause. 

My purpose in mentioning these facts 
is not to obtain sympathy for the com- 
mittee members, although I am sure some 
of us felt extremely ill-used at times. What 
these figures do indicate is that a good deal 
of time and effort went into this revision; 
these few paragraphs represent a serious 
effort. No member of the committee took 
his responsibility lightly ; no one was easily 
convinced or quickly led over to another 
point of view. From the beginning, the 
members of the committee expressed a 
desire to do the job as it should be done, 
to be thorough, to spare no effort. The 
overall cost of this statement in hours of 
work indicates that this was done. 

Now what does the Association have for 
its money and the committee for its time? 
Those already familiar with the 1957 State- 
ment might answer this in a variety of 
ways. To some it is a disappointment; it 
doesn’t go nearly as far as they would 
like. To others, it is a radical departure 
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from the position taken on favorite sub- 
jects in past statements. Probably to no 
one is it the bright flash of revealed truth 
for which hope springs eternal. Probably 
to each one who has read it, it is a product 
he could have bettered all by himself. But 
now let us look at it a little more closely. 

This is a committee report, and there is 
certain to be a difference between the 
results achieved by a committee and the 
type of writing produced by an individual 
scholar. I am not referring here to the re- 
mark I heard recently—that a camel is the 
sort of thing a committee might put to- 
gether. Committee work occasionally does 
produce some queer results, but even a 
camel has its place in the scheme of things. 
Committee work should differ consider- 
ably from independent research; both are 
necessary if we are to have real progress. 

The quick flash of genius, the bold break- 
through into an unexplored area, the fresh, 
new approach—these are the fruits of in- 
dependent research, the benefits of strong 
minds working without criticism or op- 
position, with no need to submit each new 
thought to the scrutiny of others, without 
the caution borne of anticipated criticism 
by a committee of equals. Admittedly 
these individual contributions are good; in- 
deed, they are essential to progress. They 
are also few andjfar between, and for 
every lasting contribution there are in- 
numerable false starts. 

Committee work, among other things, 
puts the inspirational contributions of the 
independent thinker to a critical test. It is 
on the anvil of committee discussion that 
ideas are tested, unsound theories rejected, 
differences examined, and compromises 
hammered out. Ideas that are “years ahead 
of their time” may not survive, just as un- 
supported or unsupportable theories find 
themselves cast on the scrap pile. On the 
other hand, those which are accepted for 
final inclusion in a committee report have 
met and passed a very real test. They have 


been found reasonable, compatible with 
other reasonable suggestions, and have 
been supported adequately under criticism 
and open opposition. 

The mind that does its best work 
isolated from the world in its own private, 
ivied tower is likely to find the defense of 
its pet theories in a heated committee ses- 
sion a very trying ordeal. The two kinds 
of work are not incompatible; they are, 
however, a rare combination in one per- 
son. The committee appointed by Willard 
Graham back in 1955 to undertake revision 
of the 1948 Statement included some of 
each of these talents—men whose reputa- 
tion for independent research was well 
established, men of substantial experience 
and ability in committee work, and some 
who combined a generous share of both. 

Some committees serve as little more 
than sounding boards for strong and ag- 
gressive chairmen. Others are real com- 
mittees in that each member participates 
fully in reaching committee conclusions. 
An individual committee member may 
merely rubber stamp the proposals of his 
chairman or he may make a real contribu- 
tion by advancing and defending his own 
ideas and by questioning thoroughly the 
ideas of others. The chairman may domi- 
nate the committee, even to the point of 
usurping its functions, or he may see his 
duty as one of facilitating the discussion 
and other contributions of the committee 
members. If you have any doubt as to the 
relationship of the members of our com- 
mittee to their chairman, I invite you to 
review the list of members. These are not 
men to be either led or driven; in fact, at 
times they couldn’t be moved. 

Had any one of these men published the 
1957 Statement over his own signature 
alone, it would have warranted serious 
consideration. How much more strength it 
must draw, then, from the fact that seven 
have signed it. Not only has each contrib- 
uted his own thinking, his own best 
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ideas, but every conclusion has passed 
the critical review of all. 

It has been said that in a committee 
there must be give and take—you give up 
all your principles and take an awful beat- 
ing. This is an exaggeration, of course. 
One must, however, give up pet ideas, 
theories founded on little more than emo- 
tion, choice wording that says just what 
one wants it to say. A compromise may, 
in one sense, represent a retreat from an 
advanced position; in another sense it rep- 
resents real progress because certain fea- 
tures, objectionable to others, have now 
been removed. 

No one member of the committee could 
have produced the final report by himself. 
I doubt that any one of us would want to. 
As we brought out drafts of the various 
sections to be criticized, rejected, modified, 
or otherwise mistreated by the other mem- 
bers, each one of us, I am sure, thought 
“What an ugly beast this camel will be!” 
But there is a beauty in utility, too. Our 
camel may not be handsome, but we are 
convinced he is useful, he has a good, 
sound frame, he can take a great deal of 
abuse, and he will carry his fair burden of 
progress. 

Thus the first thing the Association has 
is a committee report—the considered con- 
clusion of a group of able men who have 
spared neither time nor their fellows’ feel- 
ings in their assigned labors. 

Second, we have an effort to discover the 
fundamental ideas of accounting and to 
relate them to accounting reports. Some of 
my practitioner friends have assured me in 
no uncertain terms and on repeated occa- 
sions that “principles are not invented by 
a lot of people sitting around a table.” 
With this assertion I am in substantial 
agreement. Accounting principles are not 
invented. But I know of no better way to 
discover them than to assign the task to a 
competent, disinterested group of honest 
men whose profession it is to find and teach 


the truth. 

Accounting is an attempt to make sense 
out of the multitudinous transactions and 
relationships of business. Certain facts 
exist as facts. Certain relationships call 
for the presentation of those facts in the 
most useful manner possible. A great many 
inter-reacting factors of business custom, 
law, opposing interests, diversity of busi- 
ness situations, general level of knowledge, 
existence of technical terminology, tax 
implications, and the like exist to compli- 
cate the problem of presenting these facts 
as usefully as possible. Yet there must be 
one solution to this problem that is supe- 
rior to all others; there must be basic stand- 
ards and concepts which, if understood 
and applied, will facilitate the task of 
making sense out of business events and 
conditions. These concepts and standards 
need only to be discovered. They already 
exist; there is no need for invention. 

Who is better qualified to attempt this 
task of discovery than a selected group of 
teachers? These are the men who day after 
day must present the theory and practice 
of accounting to the best and brightest 
young minds of our country. If you have 
never turned to face a class of thirty crit- 
ical students after a careful exposition of 
some semi-sacred accounting practice 
which you know to be inconsistent and 
unsupportable, you have no idea of the 
desire a teacher has to teach the truth, 
the whole truth, and nothing but the 
truth. The environment in which he lives 
literally forces him to seek it; there is 
nothing in his work, in his position, or in 
his relationships with others that would 
discourage him from doing so. 

Of course the teacher and his theory can 
always be charged with the cardinal weak- 
nesses of impracticability, of isolation from 
the real world, of a failure to recognize and 
understand the problems of practice. But 
in all honesty, isn’t this an unjustified 
charge? In this day of faculty internships, 
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consulting arrangements, graduate study 
conferences, executive development pro- 
grams, a wide variety of excellent profes- 
sional publications, and part-time practice 
by many teachers, there are very few top- 
rank instructors who lack an understand- 
ing and appreciation of the problems of 
professional practice. 

The members of our committee would 
be the last to claim that the 1957 State- 
ment is the final answer in the search for 
the truths of accounting. We have seen our 
function as one of adding a little more to 
an accumulating store rather than of reach- 
ing the ultimate goal. As suggested earlier, 
we realize that a committee can do only a 
limited amount of exploring; most of its 
contribution must be in the consolidation 
and reconciliation of gains made pre- 
viously. Among other things, we have 
deliberately refrained from writing rules, 
first, because as important as “bench- 
marks and beacons” may be, a rule tends to 
freeze practice at a given level, to dis- 
courage thought, research, and innova- 
tions, and, in the long run to be a bar to 
progress. 

If we regard our work as something well 
short of the final goal, what is the next 
step? What should follow publication of 
the 1957 Statement? In 1946 a committee 
was established to revise the 1941 State- 
ment. The 1948 Statement resulted. In 
1950 a continuing Committee on Concepts 
and Standards was appointed and, from 
time to time, published supplementary 
statements until 1955 when the task of 
revising the 1948 Statement was started. 
So for well over ten years this work has 
been in the hands of one committee or 
another. The membership of the Associa- 
tion has known this, and it may be there 
has existed a tendency to let the commit- 
tee worry about concepts and standards. 
Committee work is good, it is necessary, it 
is effective. But we need independent re- 
search to balance it, to give the committee 


raw material, as it were. I hope individual 
members of the Association will see the 
need for this. If each member would spend 
no more than a fraction of the time spent 
by this committee, the resulting progress 
would astound us all. We hope you will 
read the 1957 statement, criticize it, use it 
as a base, and take off in all directions. 

Then, as material accumulates, the 
Association will some day need another 
committee to criticize, to evaluate, to con- 
solidate the new gains. To that as yet un- 
named committee we extend our best 
wishes. If you benefit from the exchange of 
ideas, from the necessity of defending your 
favorite theories, and from critically 
judging those of others as much as we have 
done, you will be well repaid for your time 
and efforts. 

Now, in a few words more, let me try to 
point out some of the more important 
differences between the 1957 and the 1948 
statements to indicate where some of our 
labor was spent and to give you an idea 
of what to look for as you read this docu- 
ment. 

First, there is a difference in general 
form and makeup. The 1948 Statement 
included a “Prefatory Note,” four main 
sections concerned with “Assets,” “In- 
come,” “Liabilities and Stockholders’ In- 
terest,” “Financial Statements,” and a 
“Concluding Statement.” Although the 
1957 Statement retains the same general 
framework under slightly different section 
heads, it adds a section on “Underlying 
Concepts” which includes brief explana- 
tions of the meaning and significance of 
such important ideas as business entity, 
enterprise continuity, money measure- 
ment, and realization. In addition, in- 
stead of a section treating some of the 
specifics of financial statement presenta- 
tion, the more recent revision deals 
broadly with the subject of disclosure in 
much the same general terms as did 
Supplementary Statement No. 8. 
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The considerable emphasis on cost as 
the basis for asset measurement in the 1948 
statement is modified in 1957. The later 
edition differs in recognizing (1) the na- 
ture and usefulness of value as a basis for 
asset measurement, (2) the possibility of 
expressing monetary assets (cash or claims 
to cash) in terms of expected cash receipts, 
adjusted for collection delay where signif- 
icant, and (3) the difficulty of finding a 
more useful base than acquisition cost for 
non-monetary assets. This does not rep- 
resent an abandonment of cost as an 
appropriate basis of accounting. It does 
put the use of cost in proper relationship 
to other bases of measurement, some of 
which are theoretically preferable, others 
more useful practically. 

The definition of income in the 1957 
report differs in important respects from 
that given in 1948. In 1948, enterprise in- 
come was defined as “the increase in its 
net assets (assets less liabilities) measured 
by the excess of revenue over expense.” 
Revenue was then defined to include all 
acceptable credits, and expense to include 
all asset expirations chargeable against 
revenue. The 1957 Statement distinguishes 
between revenue, which it defines as “the 
monetary expression of the aggregate of 
products or services transferred by an 
enterprise to its customers during a period 
of time,” and other credits to income. 
Expired costs to be charged against rev- 
enues include both expenses and losses, 
each of these terms also being defined. In 
addition to this sharpening of terminology, 
the 1957 Statement recognizes clearly the 
distinction between enterprise income and 
income to shareholders. In my own opin- 
ion, this is a very useful bit of progress in 
our search for a satisfactory understand- 
ing of the nature of income. 

The 1957 Statement, in line with Supple- 
mentary Statement No. 5, reverses the 
position taken in the 1948 Statement with 
respect to prohibition of the correction 
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of erroneous assignments of all or a portion 
of the cost of an asset to expense. It does 
so, not with a specific statement to this 
effect, but merely by neglecting to include 
any provision similar to paragraph 5 under 
Expense of the 1948 revision. 

The 1957 Statement retreats somewhat, 
although only slightly, from the traditional 
clean-surplus stand of previous statements. 
It includes the provision that: “Income- 
determining transactions recognized in the 
current period but primarily relating to 
prior activities, such as corrections of 
accruals, should not affect the determina- 
tion or reporting of realized net income of 
the period.” Income recognized within a 
period, then, may not be the same as the 
realized net income of the period. This does 
not necessarily throw corrections of prior 
years’ accruals into surplus, but it cer- 
tainly permits such treatment, a practice 
forbidden in the 1948 Statement. Inter- 
estingly enough, it appeared at one time 
as if the committee would go much further 
than this in abandoning clean surplus, and 
those traditionalists among the committee 
membership feel that the position taken 
represents something of a victory. 

At one time or another the 1948 State- 
ment has been criticized on the grounds 
that it did not give a direct answer to the 
permissibility of two important accounting 
practices, direct costing and the accrual of 
income tax adjustments. The 1957 State- 
ment takes a firm stand in opposition to 
direct costing because the omission of any 
element of cost in arriving at an inventory 
valuation is not acceptable. It also opposes 
the accrual, i.e., the entry in the accounts, 
of adjustments to compensate for differ- 
ences between tax and accounting income 
attributable to the inclusion or exclusion 
for tax computation of revenue or expired 
cost recognized under accounting prin- 
ciples as income determinants in earlier or 
later periods. Recognizing that there is sub- 
stantial authority for the contrary view in 
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each of these cases, the majority of the 
committee nevertheless felt constrained to 
oppose these practices. 

It would be possible to continue with 
other illustrations of differences between 
the two revisions, but my purpose is not so 
much to reveal the entire plot as it is to 
encourage you to read the document for 
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yourselves. There is, however, one other 
interesting difference in 1957; we have dis- 
sents to the majority position on direct 
costing, on the definition of income, and on 
income tax adjustments. These also are 
worth reading, and, by pointing up differ- 
ences of opinion, contribute to the useful- 
ness of the 1957 Statement. 
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PRICE LEVEL CHANGES, INVENTORY VALUA- 
TIONS, AND TAX CONSIDERATIONS* 


ALAN ROBERT CERF 
Assistant Professor, University of California, Berkeley 


result from alternative inventory 

valuation methods vary widely in 
significance depending on how the relevant 
variables actually combine.' This article 
attempts to illustrate the differing tax 
liabilities which result from various com- 
binations of inventory valuation method, 
rate of price change, turnover rate, and 
markup rate during a broad range of his- 
torically based inflationary and business 
cycle price movements. The variables are 
combined here in a manner representative 
of realistic business cycle and inflationary 
periods. My emphasis is on determining 
which combinations of variables are likely 
to yield significant differences in tax 
liabilities. In addition, this type of model 
in which several variables are simultane- 
ously important may also be of use in the 
investigation of questions other than those 
posed in this article. 


Des in tax liabilities which 


DEVELOPMENT OF THE MODEL 


Reliability of the results of this analysis 
naturally depends on the realism of values 


* The ma of Professors Moses Abramovitz 
and Oswald Nielsen of Stanford University contributed 
to the development of the ideas expressed herein. 

1 The oo of tax considerations runs 
throughout the entire Fifo-Lifo controversy. See for 
example: J. K. Butters, Effects of Taxation-Inveniory 
Accounting and Policies (Cambridge: Harvard Uni- 
versity Press, 1949), pp. 6, 8; M. Moonitz, “The Case 
Against Lifo,” Journal of Accountancy (June 1953), pp. 
682-690; H. T. McAnly, “The Case for Lifo,” Journal of 
Accountancy (June 1953), pp. 691-700; C. J. Gaa, “Effect 
of Inventory Method on Calculation of Profits and In- 
come Taxes,” University of Illinois Bulletin No. 63 
(Bureau of Economic and Business Research, February 
9, 1943). A bibliography of writings on Lifo may be 
found in Changing Concepts of Business Income, Report 
of Study Group on Business Income, American Institute 
of Accountants (New York: The Macmillan Co., 1952), 
pp. 156-159. 


used for the important variables and on the 
realism of the combinations of these vari- 
ables. Therefore care is taken to develop 
realistic combinations of variables as well 
as to include a wide range of variables. 

What are the important variables which 
combine with the inventory valuation 
method to determine different tax liabil- 
ities for a given year? Since tax rates are 
applied to the tax base without considera- 
tion of inventory method employed, vari- 
ables which determine differences in profit 
before tax figures determine differences in 
tax liabilities. Differences in cost of goods 
sold figures which result from the use of 
alternative methods depend primarily up- 
on the rate of price change and the turn- 
over rate. The rate of price change is 
defined as the change in prices per period. 
The turnover rate is defined as the rate at 
which the average inventory is sold or 
consumed during the period. 

Differences in cost of goods sold become 
differences in profit before tax figures. 
How significant these differences are to the 
individual firm depends upon the firm’s 
profit margin and its volume of sales. 
Therefore, the rate of price change, the 
turnover rate, and the markup rate are 
chosen along with the inventory valuation 
method as the variables to be considered 
in this study. 

The greater the size of the price move- 
ment, the greater the differences that will 
result from the use of alternative inven- 
tory valuation methods (assuming every- 
thing else equal). Conversely, the faster 
the turnover rate the less is the difference 
between cost of goods sold figures which 
result from the alternative methods of in- 
ventory valuation. The importance of 
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markups and volume of sales is revealed 
in the ratio of differences resulting from 
alternative methods to total profits. For 
example, a difference of $4,000 resulting 
from the use of alternative methods is 
much less significant to a firm reporting 
total profits of $400,000 than it is to a 
firm which reports a total profit of $40,000. 
There are three steps in the development 
of the models described. The first phase 
employs assumptions as to rate of price 
change and turnover rate in order to yield 
cost of goods sold figures and ending in- 
ventory figures. The next takes these cost 
of goods sold figures and incorporates them 
with additional assumptions as to markup 
and other expenses, which allows the 
determination of dollar sales and profit 
before tax figures. Finally, 1954 corporate 
income tax rates of 30 per cent of the first 
$25,000 profit and 52 per cent of the 
balance are applied to the profit before tax 
figures to produce tax liability figures. 


GENERAL CHARACTERISTICS OF THE MODELS 


Certain general assumptions are built 
into all the cases even though each differs 
from the others. The use of constant as- 
sumptions allows the isolation of the effect 
of a particular variable. For example, we 
can note the effect of a variation of markup 
rate by keeping all other variables constant 
except the markup rate. 

In each case the cost of goods sold is 
computed for each of four years for each 
inventory valuation method. These cost 
of goods sold figures are then incorporated 
with assumptions as to markup and other 
expenses in order to yield profit before tax 
and tax liability figures. 

All cases have a number of general char- 
acteristics which are explained in the 
following. Realistically, of course, these 
characteristics are not constant throughout 
a business cycle nor throughout an in- 
flationary period. The effects of variations 
in these characteristics in many cases, 


however, can be taken into account with- 
out recomputing the cases. 

The physical volume of sales and pur- 
chases are held constant at 4,000 units 
each year. Sales prices are determined by 
applying markup rates (computed as a 
percentage of sales price) to the cost prices. 
For example, fifty per cent markup (com- 
puted on sales price) results in a sales 
price of $200 if the cost price is $100. Mark- 
up percentages based on sales prices rather 
than on cost prices are used in order to 
correspond to the empirical data on mark- 
ups on which the markup percentages were 
based. 

Other expenses which comprehend all 
expense items except cost of goods sold 
and federal income taxes are determined 
by applying an empirically based per- 
centage of dollar sales. The markup per- 
centages and the other expense percent- 
ages were combined in order to give per- 
centages of profit before tax to sales which 
appeared to be representative after an 
investigation of empirical data. The first 
is a 50 per cent markup computed on sales 
price together with a ratio of other ex- 
penses to dollar sales of 40 per cent. This 
yields a ratio of net profit to sales of ap- 
proximately 10 per cent. The second mark- 
up assumption is a 30 per cent markup 
computed on sales price together with a 
ratio of other expenses to dollar sales of 
25 per cent. This yields a ratio of net 
profit to sales of approximately 5 per cent 
of sales. 

Turnover rates are measured in physical 
terms and are changed between cases by 
varying the number of units in the in- 
ventory. Thus, with unit purchases and 
unit sales held constant at 4,000 units per 
year, a beginning inventory and an ending 
inventory of 1,000 units yields a turnover 
of four to one. In order to obtain a turn- 
over of eight to one, the beginning and 
ending inventory were changed to 500 
units. 
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The cases in which cost of goods sold 
figures are determined differ in respect to 
rate of price change or turnover rate. In the 
determination of reported profits and tax 
liabilities, the variables are sales prices, 
markup rates, and other expense to sales 
ratios. 

The time period in all cases is four years 
and includes four annual accounting 
periods. The four year period is chosen 
arbitrarily, the choice being governed 
somewhat by considerations of computa- 
tion time, and the fact that the four years 
does give a rough approximation to the 
average length of business cycles experi- 
enced in the United States since 1900 
which is 44.9 months.? 


PRICE PATTERNS 


The price patterns chosen are typical 
either of business cycle periods or inflation- 
ary periods and are not those met by one 
individual firm. They are rather average 
price patterns for groups of commodities. 

The business cycle price patterns are 
based on historical price patterns and are 
broken down into two groups. The first 
of these takes into account price move- 
ments which are averages for “all” com- 
modities. The second group takes into 
account price patterns typical of individual 
groups of commodities such as steel scrap, 
paper, and silk. 

Price data derived from the National 
Bureau of Economic Research analysis of 
historical price data are used as a basis for 
the development of the business cycle 
cases and for some of the inflationary 
cases.* The prices used for post World War 
II inflationary cases are based on the 
U.S. Department of Labor index of whole- 
sale prices for “all”? commodities. 


2 A. F. Burns and W. C. Mitchell, ing Busi- 
ness Cycles (New York: National Bureau of Economic 
Research, 1946), Table 16, p. 78. 

* For a discussion of the National Bureau of Eco- 
nomic Research development of price data and refer- 
ence cycle data, see Burns and Mitchell, op. cit., Ch, IT. 


TURNOVER RATES 


Next to the price pattern the turnover 
rate is the most important variable in 
determining the differences in cost of goods 
sold figures which result from the applica- 
tion of alternative inventory valuation 
methods. The attempt is to cover as wide a 
range of realistic rates as possible. Care is 
taken to combine these turnover rates with 
price movements in order to get realistic 
combinations of variables. The turnover 
rates are not those of an individual firm 
for a particular period of time. They are 
rather typical turnover rates for particular 
industries. 


INFLATIONARY PERIODS 

Dissimilar tax liabilities which result 
from the application of the Fifo and Lifo 
inventory valuation methods during two 
inflationary periods are presented in Table 
1 in order to illustrate the kind of variation 
which is likely to result in realistic in- 
flationary price periods. Both the 1945- 
1948 period and the World War I period 
were times of relatively rapid rates of price 
change. 

The application of the Fifo method re- 
sults in higher tax liabilities than the ap- 
plication of Lifo, both for the total period 
and for each individual year of the period, 
because prices rise throughout each case. 
For the 1945-1948 period, the application 
of Fifo results in the payment of 14.8 per 
cent higher tax than would result if the 
Lifo inventory valuation method were 
applied. 

The importance of the rate of price 
change as a determinant of differences in 
reported profits and therefore in tax 
liabilities is illustrated throughout both 
cases. For example, in 1946 and 1947 when 


* An example of a primary source for the turnover 
rates is the information presented by R. A. Foulke of 
Dun and Bradstreet: R. A. Foulke, Practical Financial 
Statement Analysis (3rd ed.; New York: McGraw-Hill 
Book Co., 1953), pp. 325-6. 
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TABLE 1 
VARIATIONS IN INcoME Tax LIABILITIES WHICH RESULT FROM THE APPLICATION OF 
Dirrerent INVENTORY MEtHODs Durinc INFLATIONARY PERIODS* 
1945-19484 
Fifo Lifo Fifoe i 
Year Profits Profits a tee Difference Higher 
1945 $ 59,380 $ 54,430 $ 25,378 $ 22,804 $ 2,574 11.2% 
1946 72, 58,660 32,439 25 ,003 7,436 29.6 
1947 91,280 78,430 41,966 35,284 6,682 18.9 
1948 88, 85,800 ,468 39,116 1,352 3.5 
Total $312,020 $277 ,320 $140,251 $122,207 $18,044 14.8% 
World War I* 
Percentage 
Fifo Lifo Fifo Lifo 
Year Difference Higher 
Profits Profits Tax Payment 
1 $ 95,900 $ 79,400 $ 44,368 $ 35,788 $ 8,580 24.0% 
2 111,800 93 , 800 52,636 43,276 9,360 21.6 
3 126,200 108 , 200 60,124 50,764 9,360 18.5 
4 140,800 132,800 67,716 63,566 4,150 6.5 
Total $474,700 $414, 200 $224,844 $193 ,394 $31,450 16 16.4% 


* The markup assumption in both cases includes a 50 per cent markup on sales price plus another expense ratio 


to sales of 40 per cent. 
> Percentage column refers to the 


the difference in tax liabilities bears to the lower tax figure. For 


percen 
example in 1945 the $2,574 difference is 11.2% of the Lifo tax figure. 


* 1954 corporate income tax rates are used throughout. 
4 1945-1948 purchase prices based on U. S. Department of Labor index of 


Prices for “all”? commod- 


wholesale 
ities 1945-1948. Source: U. S. Department of Commerce, Business Statistics, 1953 Biennial Edition (Washington: 


U. S. Government Printing Office, 1953), p. 27. 

© World War I purchase prices based on index of 
Mitchell, What Hap 
Research, Inc., 1951), p. 315. 


the rates of price change were relatively 
high, differences in tax liabilities were 
high. The 29.6 per cent and the 18.9 per 
cent higher payments under Fifo in these 
years are to be contrasted with only a 
3.5 per cent higher payment in 1948 when 
the price change was relatively small. 
Purchase prices at the end of each year are 
as follows: 1944, $68.30; 1945, $74.15; 
1946, $88.92; 1947, $101.06; 1948, $102.80.° 

A representative turnover of four to one 
in physical terms and a representative 

5 Based on U. S. Department of Labor, index of 


ee prices for “all” commodities 1945-1948. 
Source: Ss. ment of Commerce, Business 


prey 1953 Biennial Edition (Washington: U UW & 
Government Printing Office, 1953), p. 27. 


” commodities 1914-1919. w.c, 
Economic 


wholesale prices, ‘all 
During Business Cycles—A Progress.Report (New York; National Bureau of 


markup rate of 50 per cent combined with 
another expense ratio of 40 per cent are 
maintained throughout both inflationary 
cases. In reality turnover generally in- 
creases somewhat as business improves. 
This would tend to reduce the differences 
in reported profits and in tax liabilities 
resulting from the different methods of 
inventory valuation. An increase in mark- 
up rates or in the volume of sales would 
decrease the significance of the differences, 
whereas a decrease in markup or sales 
volume would increase the significance of 
the diffe differences in tax liabilities.* That is be- 

~~ This is illustrated in Table 2 where different mark- 
up rates are employed. 
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cause the importance of markups and 
volume of sales is revealed in the ratio 
of differences resulting from alternative 
inventory methods to total profits. The 
higher are total profits the less significant 
to a firm is a given difference resulting 
from the employment of alternative in- 
ventory valuation methods. 

In the World War I case (Table 1), 
Fifo results in the payment of higher taxes 
for both the total period and for each 
individual year. Lifo results in the payment 
of $31,450 less total tax than Fifo. The 
$31,450 difference in total tax liabilities 
represents a payment of 16.4 per cent more 
tax through the use of Fifo as compared to 
Lifo; that is, $31,450 is 16.4 per cent of the 
total Lifo tax liability figure of $193,394. 
Again, the importance of the rate of price 
change is evident. Purchase prices at the 
end of each year are as follows: year zero, 
$100; year one, $118; year two, $136; year 
three, $154; and year four, $160.’ 

In respect to the profit after tax figure 
itself, it is to be noted how tax liabilities act 
to reduce the dollar differences in re- 
ported profits which are the result of the 
application of different inventory valua- 
tion methods. For example, in year one of 
the World War I case there is a $16,500 
difference in cost of goods sold figures and 
therefore in reported profits before tax 
figures due to the application of alterna- 
tive inventory valuation methods. The 
Fifo tax liability of $44,368 is, however, 
$8,580 higher than the $35,788 Lifo tax 
liability. Final profit after tax figures, 
therefore, are only $7,920 different as 
compared to a $16,500 difference in profit 
before tax figures. High corporate tax 
rates, averaging close to 50 per cent in the 
period since 1940, thus minimize the effects 


¥ World War I purchase prices were adapted from 
the index of wholesale prices for “all” commodities 
1914-1919. Source: W. C. Mitchell, What Happens 
During Business Cycles-A Progress Report (New York: 
— Bureau of Economic Research, Inc., 1951), 
p. 315. 


of inventory valuation methods on profit 
transferred to surplus. 

However, consideration of compound 
interest increases the significance of the 
differences in tax liabilities. Assuming that 
tax liabilities are due at the end of the 
year and assuming that the tax savings 
through Lifo as compared to Fifo are in- 
vested at the end of each year at an in- 
terest rate of 4 per cent compounded 
annually, the application of Lifo would 
amount to a saving of $19,239.46 by De- 
cember 31, 1948. The significance of the 
difference in the tax liabilities resulting 
from the alternative methods is further 
illustrated by computing the difference in 
tax liabilities as a percentage of Fifo profits 
after tax. The $18,044 total difference in 
the 1945-1948 case represents 10.5 per cent 
of the $171,769 Fifo profit after tax figure. 
The $31,450 total difference in the World 
War I case represents 12.6 per cent of the 
$249,856 Fifo profit after tax figure. 

It is important to note that the signifi- 
cance of the differences in tax liabilities 
depends on all the relevant variables. In 
order to have differences in tax liabilities, 
it is essential to have differences in profit 
before tax figures. The greater the differ- 
ences in profit figures, the more likely that 
the differences in tax liabilities will be 
significant. In those cases where there is a 
very slow rate of price change, differences 
in tax liabilities are small. Where there is 
a conjunction of rapid rates of price 
change, slow turnover, and low markup, 
differences are likely to be significant. 


VARIATIONS IN TAX LIABILITIES DURING 
BUSINESS CYCLE PERIODS . 


All major variables and the manner in 
which they combine must be considered 
before judgment can be made on the sig- 
nificance of differences in tax liabilities 
resulting through the use of alternative in- 
ventory valuation methods. The impor- 
tance of differences in markups is illus- 
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TABLE 2 


VARIATIONS IN INcoME TAX LIABILITIES WHICH RESULT FROM THE APPLICATION OF DIFFERENT 


INVENTORY MetTHops DuriNG A SYMMETRICAL CycLE* wiTH VARYING MARKUPS 


Markup 30 Per Cent 


Other Expenses 25 Per Cent 


Fifo Lifo Fifoe 
Tax 


Year Profits Profits 


Difference 


$ 39,290 
43,710 


83,000 
25,710 


$ 28,290 


60,000 
35,710 


46,000 
$129,000 


68,000 
$128,000 


31,710 17,229 


20,290 32,290 6,087 


$ 9,211 3 
10,989 6,240 56.9 


Mark up 50 Per Cent 


Fifo 


Lifo 
Year Profits 


Profits Tax 


$ 93,800 $ 82,800 


2 104,400 92,400 48,788 


198 , 200 175,200 


86,400 96,400 39,428 

74,800 86,800 33,396 
3&4 161 , 200 183,200 72,824 
Total $359 , 400 $358,400 $164,888 


39; 636 (6,240) (18.7) 
84,264 (11,440) (15.7%) 
$164,368 520 3% 


* Prices start at an index of $100, rise to $112 at the end of the second year, and return to $100 at the end of 


the last year. 


> Percentage column refers to the percentage the difference in tax liabilities bears to the lower of the tax figures. 
For example in year one $5,720 represents 62.1% of the Lifo tax liability. 


© 1954 corporate income tax rates are used throughout. 


trated in the hypothetical symmetrical 
business cycle presented in Table 2. It is to 
be noted that even though this case is 
hypothetical the rate of price change, the 
turnover rate, and the markup rate all are 
representative rates based on an extensive 
study of historical rates. 

The smaller the markup rate the more 
significant to the firm are differences in 
reported profits and therefore in tax 
liabilities. For example, the $5,720 differ- 
ence in tax liabilities in year one represents 
a 62.1 per cent higher tax liability through 
the application of Lifo if a 30 per cent 


markup is assumed.* However, assuming 
the 50 per cent markup, a $5,720 difference 
appears to be of less consequence as it rep- 


8 The reader is reminded of the following character- 
istics of the model: (a) the physical volume of sales is 
constant at 4,000 units each year; (b) markup rates are 
applied to the cost price to yield peeneeiens (c) other 
expenses are determined by applying the relevant per- 
centage to dollar sales; (d) markup rates and turnover 
rates are not varied in any individual case. They are 
varied between cases. The variables in the model are 
sales prices, markup rates, ana other expense to sales 
ratios. In an individual year, given the markup rate 
and the other assumption, the difference be- 
tween Fifo and Lifo tax liabilities is due to the inven- 
ence in the Lifo tax figures are a consequence of the 
different markup rates and other expense ratios. 
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resents only a 15.4 per cent higher tax 
payment. 

Differences in tax liabilities would be 
altered either if tax rates were changed 
during the period or if a progressive rate 
structure were in effect. Further differences 
would occur if an excess profits tax were in 
effect and if the application of one of the 
methods caused additional income to be 
subject to an excess profits tax. In year 
four of the symmetrical case presented, 
_ there is a $5,203 difference in tax liabilities 
when a 30 per cent markup is assumed as 
compared to a $6,240 difference when a 50 
per cent markup is assumed. It is to be 
noted in all other years the dollar differ- 
ences in tax liabilities are the same re- 
gardless of the markup rate. The signifi- 
cance of these dollar differences varies 
with the amount of total profits which 
depends partially on the markup rate. 
The difference in the fourth year between 
the two markup cases is due to the fact 
that, given the 30 per cent markup as- 
sumption, Fifo profits drop below $25,000. 
The $1,037 difference in tax liabilities is 
due to the break in tax rates at $25,000. 

Even though the total differences in tax 
liabilities during the cycle are not sig- 
nificant either in dollar terms or in per- 
centage terms, still the timing of the differ- 
ences in tax liabilities is important. Given 
the 30 per cent markup assumption, the 
variance in total liabilities between Fifo 
and Lifo of $1,557 represents only a 
3.5 per cent higher payment due to the 
application of Fifo. However, the differ- 
ence on the upswing of $11,960 represents 
a 59.2 per cent higher payment due to Fifo. 
The difference of $10,403 on the downswing 
represents a 74.6 per cent higher payment 
due to the application of Lifo. ; 

The differences in timing of tax liabil- 
ities are important from the standpoint of 
the “current position” of the firm.® 
Differences in tax liabilities either mean a 
drain on the cash account or else an in- 
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crease in the iaxes payable current liability 
account. On the upswing, as prices are 
increasing, the application of Fifo results 
in the greater strain on the current posi- 
tion of a firm; while on the downswing, as 
prices fall, Lifo results in the greater 
strain. 

The deferment of tax liabilities is also a 
consideration. Differences in tax liabilities 
in the future do not have the same signifi- 
cance as differences in tax liabilities now. 
For example, assuming a four per cent 
interest rate, compounded annually, the 
$5,203 difference in tax liabilities in year 
four represents only a $4,447 difference at 
the beginning of year one.’® 

It must be remembered that the busi- 
ness cycle presented here starts at a low 
point and has the upswing precede the 
downswing. There is of course no assur- 
ance in reality that this will be the case. 
The particular starting point must be con- 
sidered. Prices may advance in an infla- 
tionary movement and fail to return to 
their original starting point. A business 
cycle movement may be superimposed on 
an inflationary movement. Further many 
cycles are not symmetrical and purchase 
prices do not return to their original lows. 
In addition, the tax law changes. There- 
fore, it is not sufficient to say that differ- 
ences in reported profits and variances 
in tax liabilities which alternative methods 
produce cancel out over a symmetri-al 
cycle. 


““ALL’’? COMMODITY CASE AND SILK CASE 
Variations in income tax liabilities re- 
sulting from the application of five differ- 


® The term “current position” is used here to em- 
brace indicators of liquidity. Examples of indicators of 
liquidity are the current ratio and the working capital 
position. Professor Butters notes this effect and has 
the following to say: “By increasing tax liabilities 
when prices are rising and reducing them when prices 
are falling, traditional inventory methods, as compared 
with Lifo, tend to place business in a tighter cash posi- 
tion in expanding periods and in a freer cash position in 
declining periods.” Butters, op. cit., p. 105. 

10 The present value of $1 due four years hence, at 4 
per cent, is approximately $0.855. 
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ent inventory valuation methods during 
the “all” commodity hypothetical business 
cycle and during the hypothetical business 
cycle for raw silk have been selected to 
show realistic variations under a number of 
commonly used methods. The Fifo meth- 
od, the Lifo method, and the average cost 
method are all computed at cost. Cost in 
cost or market, whichever is lower is de- 
fined as Fifo cost. Market is determined 
by using replacement price. 

The differences in total tax liabilities in 
the “all” commodity case, either in dollar 
terms or percentagewise, are not large. The 
largest difference which is found between 
the cost or market, whichever is lower, 
method and the average cost method does 
not amount to two per cent. Lifo yields a 
higher total tax liability than Fifo because 
the amplitude of the downswing is larger 
than the amplitude of the upswing. Pur- 
chase prices start at an index of $100, 
advance to $118.20, and then drop to 
$94.80. 

Since prices rise throughout the up- 
swing, the use of cost or market, whichever 
is lower, results in the same tax liabilities 
as Fifo on the upswing. In an inflationary 
period or during the upswing of a cycle, 
cost or market, whichever is lower, gen- 
erally gives the same results as either Fifo 
cost or average cost depending on how cost 
is defined. An exception to the above state- 
ment occurs if certain items in the inven- 
tory are subject to price changes which 
cause their end of the year replacement 
prices to be below their cost. It is only in 
this respect that cost or market is con- 
servative in an inflationary period or dur- 
ing the upswing of a cycle. Otherwise, it 
goes right along with Fifo in showing in- 
creased inventory figures, higher reported 
profits, and higher tax liabilities. Cost or 
market gives lower tax liabilities than Fifo 
for the downswing since the ending in- 
ventories for year three and year four are 
marked down to replacement cost as of 
December 31 of each year. 
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The information presented in Table 3 
pictures the leads and lags due to the 
application of alternative methods. Con- 
sideration should be given to the timing of 
liabilities annually, and upswing and 
downswing separately, as well as to differ- 
ences in total liabilities over the entire 
business cycles. As these points have been 
described in connection with the symmetri- 
cal business cycle, they will not be re- 
peated here. 


CHEMICALS AND STEEL SCRAP 

Variations in income tax liabilities re- 
sulting from the application of the Fifo 
and Lifo inventory valuation methods 
during two hypothetical business cycles 
which exhibit vastly different rates of price 
change are presented in Table 4. The steel 
scrap price pattern was chosen as one 
which exhibits relatively rapid rates of 
price change. The chemicals and drugs case 
is used to illustrate a commodity which 
exhibits relatively minor rates of price 
change. 

The smallness of the differences, both in 
dollar terms and percentagewise, stands 
out in the hypothetical business cycle for 
chemcials and drugs. Either for the total 
business cycle or annually the differences 
in tax payments do not appear to be large 
enough to be of much significance. The 
annual differences in payments range from 
six-tenths of one per cent to four and 
eight-tenths per cent. The largest differ- 
ence of $1,569 in year three represents only 
a 4.8 per cent higher payment through the 
application of the Lifo method. The differ- 
ence of $1,659, measured as a percentage of 
Lifo profits after tax ($44,134), amounts 
to only 3.8 per cent. This illustrates the 
proposition that for those firms or indus- 
tries in which typically the rates of price 
change are minor, the choice of inventory 
valuation method in respect to the tax 
liabilities resulting will not be of great 
significance. 

The steel scrap case represents the other 
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TABLE 3 


VARIATIONS IN INCOME Tax LIABILITIES RESULTING FROM APPLICATION OF Five DiFFERENT 
INVENTORY METHODS DuriING HyPoTHETICAL Business CycLEs*® 


“All”? Commodities* 


Fifo Lifo 


Average C or M4 


$ 43,665 
45,795 


89,460 


3 38,398 
28,402 


66, 800 
$156,260 


$ 38,673 
41,635 


80, 308 


44,430 
34,070 


78,500 
$158 , 808 


$ 41,283 
45 ,693 


86,976 


44,118 
28,028 


72,146 
$159,122 


$ 43,665 
45,795 


89,460 


37 ,566 
29,078 


66,644 
$156, 104 


Silk» 


Fifo Lifo 


Average CorM 


$ 44,150 $ 39,626 
46,458 41,154 


80,780 


90 , 608 
3 37,254 44,066 
4 22,164 31,680 
3&4 59,418 75,746 
Total $150,026 $156,526 


$ 42,215 
45 ,260 


87,475 


$ 44,150 
46,458 


90, 608 


$ 44,306 
46,770 


91,076 


43 ,806 36,422 35,954 
23 ,422 22,632 22,632 
67,228 59,054 58,586 
$154, 703 * $149, 662 $149 , 662 


® Based on price pattern for “‘all” commodities adapted from National Bureau of Economic Research ave 

Source: F. C. Mills, Price-Quantity Interactions in Business Cycles (New York: 

National Bureau of Economic Research, Inc., 1946), p. 41. 
> Based on price pattern of wholesale prices of raw silk, New York, for eleven reference cycles (1891-1914, 


monthly interstage changes. 


1921-38). 


© Markup is fifty per cent on sales price. Other expense ratio to sales is forty per cent. 

4C or M is used as an abbreviation for cost or market, whichever is lower. Cost in cost or market, whichever 
is lower is defined as Fifo cost. The Fifo method, the Lifo method, and the average cost method are all computed 
at cost. Market is determined by using replacement price. 


extreme in which the choice of method be- 
comes quite significant in respect to in- 
come tax liabilities. Even though the total 
difference of $4,316 represents only a 2.5 
per cent higher payment through the 
application of Lifo, still, annually, differ- 
ences are quite important." The difference 
on the upswing of $20,800 represents a 22.0 
per cent higher payment through the 
application of Fifo. On the downswing the 
$25,116 higher payment through the 

The downswing is of greater amplitude than the 
upswing and, therefore, Lifo results in larger total li- 


abilities. The price pattern varies from an index of 
$100 to a high of $140.80 to a low of $91. 


application of Lifo represents a 42.4 per 
cent higher payment. 

Annual differences in tax liabilities be- 
come quite significant. The $15,756 differ- 
ence in year three represents a 45.0 per 
cent higher payment. Measured as a per- 
centage of Lifo profits after tax, this 
amounts to a substantial 27.4 per cent. 

Note of the effect on the cash position 
of the firm should be made here. Relatively 
higher profits, higher tax liabilities, and 
therefore a greater drain on the cash ac- 
count occurs on the upswing under the 
application of the Fifo method as com- 
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TABLE 4 


VARIATIONS IN INcomE Tax LIABILITIES RESULTING FROM THE APPLICATION OF DIFFERENT 
InveNnTORY MetHops Durinc Business CyciEs* 


Chemicals and Drugs4 


Fifa 
Tax 


$ 33,369 
37,061 


70 ,430 


34,695 
34,419 


69,114 
$139,544 


Steel Scrap 


Percentage 
Higher 
Payment 


$116,000 
126,400 


242,400 


77,600 
57, 


135 ,000 
$377 ,400 


27.1% 
17.8 


2.0% 


(15,756) 45.0 
(9°360) (38. 


(25,116) 
(4,316) (2.5) 


* The markup assumption in both cases includes a 50 per cent markup on sales price plus another expense ratio 


to sales of 40 per cent. 


> Percentage column refers to the percentage the difference in tax liabilities bears to the lower of the tax figures. 
For example in year one of the Steel Scrap case $11,700 is 27.1% of the $43,120 Lifo tax figure. 


* 1954 corporate income tax rates are used throughout. 


4 Purchase price pattern based on index of wholesale prices of Chemicals and Drugs, eleven reference cycles 


1891-1914, 1921-38. 


Purchase price pattern based on wholesale price of Steel Scrap, Heavy Melting, Chicago, eight reference 


cycles, 1900-14, 1921-38. 


pared to the downswing under the applica- 
tion of Lifo. 

The range of profit figures and therefore 
of tax liabilities is much greater under Fifo 
than under Lifo. In respect to the total 
burden of taxes under alternative methods 
the interest factor must be considered as 
well as the total dollar liabilities. There is 
a difference of $35,880 between the lowest 
Fifo payment of $24,348 in year four, and 
the highest Fifo payment of $60,228 in 
year two. On the other hand, there is only 


a $17,420 difference in the lowest Lifo pay- 
ment of $33,708 in year four, and the 
highest payment of $51,128 in year two. In 
those cases in which a firm may reasonably 
expect rapid rates of price changes, careful 
consideration should be given to the choice 
of inventory valuation method. 


RELATION TO OTHER PRICE PATTERNS 


The importance of the differences in tax 
liabilities for any total business cycle 
period or for portions of any business cycle 


563 
Percentage 
Year Profits Profits Difference 
1 $ 74,748 $ 74,388 $ 33,182 $ 187 6% 
1&2 156,596 155,036 rd 69,619 811 1.2 
3 77,298 80,488 35,354 (1,659) 
4 76,768 77,568 34,835 (416) (1.2 
3&4 154,066 158,056 S| 71,189 (2,075) (3.0) 
Total $310,662 $313,092 $140,808 ($1,264) ( .9%) 
Fifo Lifo Fifo Lifo 
Year Profits Profits Tax Tax Difference 
1 $ 93,500 $ 54,820 $ 43,120 $11,700 ™ 
2 108,900 60,228 51,128 9,100 
1& 2 a 202,400 115,048 94,248 20,800 DC 
3 107,900 34,852 50,608 ) 
York: Total $385, 700 $174,248 $178,564 
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depends on the rates of price change, rates 
of turnover, and markup rates actually 
experienced. For comparative purposes the 
price patterns of several of the cases are 
illustrated below. 

Two of the four business cycle cases 
examined here show a large amplitude of 
price change compared to other price pat- 
terns studied. The steel scrap case takes 
prices from $100 to $140.80 and down to 
$91. The silk case takes prices from $100 
to $119.80 and down to $86.80. 

Differences in tax liabilities would be 
relatively less significant in the cases of 
commodities experiencing small rates of 
price change such as the following: chem- 
ical ($100 to $101.66 to $96.86); paper 
($100 to $104.20 to $97) ; men’s shoes ($100 
to $102.90 to $101.20). 

Other commodities studied experience 
price patterns somewhere in the middle, 
such as the following: hides ($100 to 
$123.30 to $100); bacon ($100 to $119.40 
to $101.80); zinc ($100 to $112.50 to 
$102.30); and spruce lumber ($100 to 
$112.40 to $103.60). 

Again, different turnover rates also 
modify the results. If turnover rates are 
slower than the four to one used in the four 
cyclical cases given in the tables, the differ- 
ences in profits and tax liabilities are in- 
creased. If the turnover rates are higher, 
then the differences are decreased. 


CHANGES IN TAX RATES AND INCLUSION 
OF OTHER TAXES” 


The incorporation of assumptions in 
regard to variations in tax rates during the 
business cycle and the inclusion of other 
taxes would modify the differences in tax 


2 Consideration of changes in tax rates and inclu- 
sion of other taxes does not exhaust the list of variables 
which may affect the tax liabilities resulting from al- 
ternative inventory valuations during business cycle or 
inflationary periods. The Lifo cost or market, which- 
ever is lower inventory valuation method, as well as 
the relief provisions of the tax law in respect to liqui- 
dated inventories replaced later under Lifo are exam- 
ples of additional variables. 


liabilities resulting from the use of alter. 
native methods. The model employed here 
has kept the federal income tax rates con. 
stant at 1954 rates throughout the infla. 
tionary and the business cycle cases. 

The total business cycle tax liabilities 
resulting from alternative methods will not 
cancel out if tax rates are varied during the 
cycle. Higher rates on the upswing relative 
to the downswing would increase the total 
tax liabilities of methods such as Fifo and 
cost or market whichever is lower relative 
to the Lifo method. Higher rates on the 
downswing relative to the upswing produce 
the reverse effect. 

The imposition of an excess profits tax 
would appear to give tax advantages to the 
Lifo method, which reports lower profits 
than the other methods during infla- 
tionary periods or during the upswing of a 
cycle. The higher reported profits result- 
ing from the other methods may place 
some portion of income into the excess 
profits tax bracket thus magnifying the 
differences in tax liabilities for the upswing. 
Either the removal of the excess profits 
tax or smaller profits because of declining 
sales on the downswing prevents this 
difference from being made up. 

It is possible, but unlikely in this writer's 
opinion, that the liability for undistributed 
profits tax may also be affected. The chain 
of reasoning would be from inventory 
method to reported profits to retained 
earnings to the undistributed profits tax. 
Under present methods of administration 
of the undistributed profits tax, it seems 
unlikely that higher retained earnings due 
to higher reported profits because of higher 
inventory figures would cause the tax to be 
imposed. 

Also possible, but unlikely in the writer's 
opinion, are differences in the liability for 
property tax. The chain of reasoning here 
would be that those methods, yielding 
higher inventory figures on the statement 
of financial position would cause higher 
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property tax liabilities. This seems difficult 
to judge because of the diverse administra- 
tion of the property tax and the considera- 
tion that the balance sheet inventory 
figure is probably not the basis for assess- 
ment. 

If either the liability for undistributed 
profits tax or an increased liability for the 
property tax is admitted, then a method 
such as Lifo which has a “smoothing” 
effect on reported profits and inventory 
figures would tend to yield less tax liabil- 
ities than methods which produce greater 
fluctuations in reported profits. 


CONCLUSIONS 


Differences in tax liabilities which result 
from alternative inventory methods follow 
variances in profit figures. In those situa- 
tions in which profit figures are sig- 
nificantly different, variances in tax liabil- 
ities produced by alternative methods are 
important. Therefore, the significance of 
differences in tax liabilities depends on the 
rates of price change, rates of turnover, and 
markup rates which determine the differ- 
ences in profit figures. Examination of 
realistic situations indicates that the differ- 
ences may be either small or large depend- 
ing on how the variables actually combine. 

It is not sufficient to say that differences 
in reported profits and therefore variances 
in tax liabilities which alternative methods 
produce cancel out over a symmetrical 
cycle. Cancellation of differences does not 
occur in inflationary periods in which 
prices do not return to their original lows. 
Further, most business cycles are not 
symmetrical and purchase prices do not re- 
turn to their original lows, therefore varia- 
tions do not cancel out. 

Even when total differences in tax 
liabilities over an entire business cycle 
appear to be minor, annual differences and 


565 


the timing of differences may be sig- 
nificant. The timing of tax liabilities is im- 
portant because of the effects of tax li- 
abilities on the current position relative to 
the varying needs for cash during different 
periods of the business cycle. Further, the 
timing of tax liabilities is important from 
the standpoint of the valuation of tax 
payments deferred to a future time. 

From the standpoint of measurement of 
business income, an important effect of 
tax liabilities is that high corporate tax 
rates, averaging close to 50 per cent in 
the period since 1940, have acted sub- 
stantially to dampen the differences in 
profits before tax resulting from alternative 
methods of inventory valuation. That is, 
dollar differences in cost of goods sold 
figures and, therefore, in reported profits 
before tax are only partially carried 
through to the profit after tax figure. 

The lower of cost or market method 
exhibits few conservative tendencies tax- 
wise. On the downswing writing inventories 
down to replacement price results in lower 
profits and smaller tax liabilities for that 
particular year. However, during an in- 
flationary period and on the upswing of a 
business cycle, cost or market goes right 
along with Fifo in showing relatively high 
reported profits, high inventory figures, 
and high tax liabilities. 

It is not possible to state which inven- 
tory valuation method will yield the lowest 
tax liabilities. The differences in tax 
liabilities produced depends on the com- 
bination of rates of price change, rates of 
turnover, and‘markup rates actually to be 
experienced. Further, any tax advantage 
produced by one method would be tem- 
pered by variations in tax rates and any 
additional levies such as the excess profits 
tax. 
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ASSOCIATE MEMBERSHIPS 


tion, the numbers of new Associate Memberships are reported by schools. These 


Fe THE INFORMATION of teaching members of the American Accounting Associa. 


include all applications processed by our Secretary’s Office during the period of 
August 27, 1956 through July 16, 1957. 


City College of New York (120) 
Michigan State University (107) 
New York University (100) 


Assumption College (52) 
Bently School of Finance (79) 
Bryant College (95) 

DePaul University (54) 


Farleigh Dickenson College 
Ferris Institute 


Bowling Green State University 
Chico State College 
Howard University 
Indiana State Teachers College 
Indiana University 


Akron University 

Brooklyn College 

Capital University 

Duke University 

Hartford Institute of Accounting 
Kansas State Teachers College 
LaSalle Extension University 
Los Angeles State College 
Loyola University 

North Texas State College 
Northeastern University 


Alabama Polytechnic Institute 
Alfred State Technology 
American University 


Arizona School of Business Ad- 


ministration 
Birmingham Southern College 
Bradley University 
Brigham Young University 
Central Missouri State College 
Christian Brothers College 
David Lipscomb College 
Duff’s Business College 
Eastern Illinois State College 
Eastern Michigan College 


Over 400 members 
John Carroll University (402) 


Over 200 members 
University of Miami (201) 


100-200 members 


Temple University (129) 
University of California, Los An- 


geles (140) 


50-100 members 


Husson College (69) 

McGill University (61) 
University of Cincinnati (53) 
University of Colorado (56) 
University of Detroit (86) 


40-50 members 


Laval University 
Ohio State University 
University of California 


30-40 members 


Northwestern University 
Pace College 

Pennsylvania State University 
Roosevelt University: 


20-30 members 


Notre Dame University 
Portland State College 
Sacramento State College 
San Diego State College 
San Francisco State College 
University of Alabama 
University of British Columbia 
University of Denver 
University of Duluth 
University of Georgia 
University of Houston 


10-20 members 


Elon College 
Florida State Teachers College 
Florida State University 
Franklin and Marshall College 
Gannon College 
George Washington University 
Georgia State College 
Gettysburg College 
Goldey Beacom College 
Harvard University 
Tona College 
Hopkins University 

mg Beach State College 
Louisiana Polytechnic Institute 
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University of Illinois (106) 
University of North Carolina (120) 


University of Michigan (57) 
University of Tennessee (73) 
University of Texas (55) 
University of Washington (52) 


University of Iowa 
Western Reserve University 


University of Massachusetts 
University of Missouri 
University of Pittsburgh 
University of Wisconsin 
West Virginia University 


University of Idaho 
University of Kansas City 
University of Minnesota 
University of Nebraska 
University of Oklahoma 
University of Pennsylvania 
University of Puerto Rico 
University of South Dakota 
University of Southern California 
Wayne State University 
Wright Junior College 


Macalester College 
McNeese State College 
Miami University, Ohi 
Ohio University 
Quincy College 
Quinnipiac College 
Sage 

ut University 
St. John Fisher 
St. Louis University 
San Jose State College 
Southern Illinois University 
Tennessee Polytechnic Institute 
Texas Christian University 


Texas 
Tulane 
Union | 
Univer: 
Univer: 
Univer 
Univer 
Univer 
Arkans 
Arkans 
Auersv 
| 
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Baldw 
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(120) 
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Texas Technological College 
Tulane University 

Union College 

University of Arizona 
University of Bridgeport 
University of Dayton 
University of Florida 
University of Kansas 


Anderson College 
Arkansas A, M & N College 
Arkansas Polytechnic College 
Ashland College 
Auerswalds 
Augustana College 
Austin Peay State College 
Baldwin-Wallace College 
Ball State Teachers College 
Baltimore College of Commerce 
Baylor University 

y Nazarene College 
Boston University 
Bucknell University 
Burdett College 
Central State College 
Chicago Teachers College 
College of St. Joseph 
College of Steubenville 
Columbia University 
Cornell University 
Drake University 
Duquesne University 
East Carolina College 
Fairmont State College 
Flint Junior College 


Alabama State Teachers College 
Alcorn A & M College 
Alliance College 
Amarillo College 
American International College 
Aquinas College 
Arizona State College 
Armstrong College 
Aurora College 
Baker College 
Bakersfiled College 
ine College 
Bloosburg State Teachers College 
Bluffton College 
Bob Jones University 
Butler University 
California College of Commerce 
Canadian Institute of Chartered 
Accountants 
Canal Zone Junior College 
Canisius College 
Catawba College 
Central Michigan College 
City College of San Francisco 
Claremont Men’s College 
College of St. Thomas 
Colorado A & M College 
Colorado College 
Coopers Institute of Business 


Associate Memberships 


University of Kentucky 
University of Mississippi 
University ef New Mexico 
University of North Dakota 
University of Omaha 
University of Oregon 
University of San Francisco 
University of Wyoming 


5-10 members 


Golden Gate College 

Harding College 

Henry Ford Community College 
Iowa State College 

Jacksonville State College 

Joliet Junior College 

Joplin College 

Kansas State College 

Kentucky Wesleyan College 
Lake Forest College 

Long Beach City College 

Long Island University 

Los Angeles Junior College 
Louisiana State College 
Marquette University 

Memphis State College 
Mississippi State College 
Montana State College 

Morton 

Napa Junior ege 

Nebraska State Teachers College 
Newberry College 

Ohio Wesleyan University 
Oklahoma A & M College 
Oregon State College 
Pan American 
Pennsylvania State College 


Less than 5 members 

Creighton University 
Dallas Coll 
Delta State Teachers College 
Detroit Institute of Technology 
Earlham Universit 
East Washington of Edu- 

cation 
Elizabethtown College 
Ely Junior College 
Emmanuel Missionary College 
Emory University 
Evansville College 
Far Eastern University 
Fenn College 
Florence State Teachers College 
Florida Southern College 
Fordham University 
Fresno State College 
Georgetown College 
Graceland Coll 
Gustavus Adolphus College 
Heald Business College 
Heidelberg College 
Hofstra College 
Howard F, Greene School of 


Idaho State College 

Immaculate Conception Seminary 
Indiana Central College 
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U 
ova Universi 

irginia Southern 
Washington State College 
Westchester Community College 
Western Michigan University 
Witchita University 
Woodbury College 


Regis C 
St. Mary’s University 
St. Norbert College 
San Diego Junior College 
Siena College 
Southern Methodist University 
Southern University 

yracuse University 
Texas A & M College 
University of Arkansas 
University of Baltimore 
University of Buffalo 
University of Chicago 
University of Maryland 
University of Rochester 
University of Santa Clara 
University of Tulsa 
University of Utah 
Virginia State College 
Washing & Lee University 
a University, St. Louis 
Weber 
West Texas State Teachers College 
Wisconsin State College 
Xavier University 


Ithaca College 
ersey City Junior 
Join Brown University 
ansas City Junior College 
Kent 
Lamar State College echnology 
Lasalle College 
Lehigh University 


ollege 
Mankato State Teachers College 
Marian University 
Marietta College 
Marshall College 
Memphis College of Accounting 
Metropolitan Business College 
Midwest Institute 


Mississippi Southern 
Milwaukee Vocational and Audit 


od of 

: 

LeMoyne College 
_ Los Angeles City College 

Los Angeles Harbor Junior College 

Louisiana State University 

Madison College 

Schools 

Monterrey Tech. 

Moravian Coll 
“i Morningside College 

Morse Junior College 

Muhlenberg College 
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Multnomah Junior 

Murray State College 

Northeastern Louisiana State 

Northern Illinois State Teachers 
College 

North Park Junior College 

North Texas State College 

Oakwood College 

Odessa College 

Oklahoma Baptist University 

Oklahoma University 

Pacific Southern College 

Pennsylvania Military College 

Pierce Junior College 

Portland Extension Center 

Providence College 

Queen’s University 

Reid CPA Coaching 

Rider College 

Rockhurst College 

St. Edwards University 

St. John’s University 

St. Joseph’s University 
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St. Michael’s College 

St. Thomas College 

San Bernardino Valley College 

San Jose Junior College 

Santa Ana Junior College 

Seton Hall University 

Southeastern Louisiana College 

Southeastern State Colleze 

Southwest Missouri State College 

Stephen F. Austin State Teachers 
ollege 

Stetson University 

Strayer College 

Talus CPA Coaching School 

Tennessee Polytechnic Institute 

Tennessee Wesleyan College 

Texas A & I 

Texas Western C 

Thornton Cc 

Tri-State Co 

University of tan 

University of Connecticut 

University of Maine 


University of Nevada 
University of Redlands 
University of Rhode Island 
University of Richmond 
University of San Diego 
University of Scranton 
University of Virginia 

Villa Madonna College 
Vincennes University 
Virginia Polytechnic Institute 
Virginia University 

Wake Forest College 

Walla Walla Coll 

Walton School of Commerce 
Washington & Jefferson 
Wayland College 


Westminster 
Whitewater State College 
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EDUCATING TOMORROW'S ACCOUNTANT—TODAY* 


A. FIRMIN 
Assistant Professor, Tulane University 


of study, more or less formalized, 


which can be described as accounting 


[: many Universities there are courses 


“programs, majors,” or “curricula.” 
These programs generally are designed to 
equip the student with the knowledge 
and attitudes necessary to enable him to 
enter the accounting profession and to 
develop in that profession his maximum 
inherent capabilities. 

Much thought has been given in recent 
years to the general problem of accounting 
education. The literature of accounting is 
punctuated with ideas about the nature of 
accounting education, and one rather 
monumental study of educational re- 
quirements for CPA’s has been made. The 
finding of a satisfactory solution to the 
problem of accounting education is suffi- 
ciently imperative to warrant its continuous 
study, examination, and re-examination. 
Such continuous appraisal is important 
even if it serves only to emphasize and to 
amplify the pronouncements of others and 
perhaps to expose for examination a 
slightly different facet of the problem. 

Appraisal of the effectiveness and ade- 
quacy of accounting education can be 
accomplished only if the answers to two 
basic questions are known, at least in a 
general way. 

1. What is the nature of the accounting pro- 

fession of today? 


2. What will be the nature of the accounting 
profession of the future? 


Having answered these questions on the 
basis of fact and reasonable assumption, a 
third and a fourth question may be asked: 
What are the universities doing, and what 


* This was presented at the Ninth Annual 
Meeting of the Southeastern Section of the American 
oy Association, University of Georgia, April 

. 


should they be doing, to prepare the stu- 
dent for the accounting profession of the 
present and of the future? 

At the outset, the utilitarian nature of 
accounting must be recognized. Account- 
ing records, summarizations, and inter- 
pretations are not ends in themselves and 
represent wasteful expenditures of human 
energy and natural resources unless they 
are useful to some one. The generally 
accepted accounting principles in con- 
formity with which so many accounts are 
kept consist not of fundamental truths or 
basic doctrines, but of conventions de- 
signed to enhance the usefulness of ac- 
countants’ reports. These conventions are 
sufficiently broad to shield a wide variety 
of accounting practices. They are flexible 
enough to permit changes and exceptions. 
Special-purpose studies or reports may not 
necessarily even pretend to conform to the 
conventional rules stipulated by the ac- 
counting profession. 

The character of accounting can best be 
studied through a functional approach, 
then, because accounting must justify it- 
self by successfully performing a useful 
function within the framework of our 
economic society. There are many ways in 
which the functions of accounting could be 
classified. For the purpose of this paper, 
the functions of accounting will be stated 
in terms of the “‘score.”’ 

1. Accountants must “keep” the score. 

2. Accountants must determine the way in 

which the score will be kept. 

3. Accountants must inferpret the score and 

communicate its meaning to others. 

4. Accountants must influence or determine 

which score will be kept. 
The scorekeeping function 


Scorekeeping, or, in a more sophisticated 
manner of speaking, the accounting ele- 
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ment of stewardship, should be mentioned 
first as a function of accounting for two 
reasons: (1) Historically, it was the earliest 
stage in the development of the accounting 
profession. (2) It is the most basic of 
accounting functions. The score must be 
“kept,” whether the person who keeps it 
calls himself a bookkeeper or an account- 
ant, human being or machine. 

The scorekeeping function is character- 
istic of all elements of accounting practice. 
At the level of the bookkeeper or the 
accounting clerk, “keeping’’ the score may 
be the most important—or only—function 
of an individual’s job. Even the most 
highly professionalized element of account- 
ing practice—the certified public accoun- 
tant—is not exempt from the scorekeep- 
ing function. Indeed, at times, the only 
noticeable difference between the two 
levels lies in the complexity of the work 
performed and the degree of proficiency 
required. 

Much of the physical burden of “‘keep- 
ing the score” has been shifted to machin- 
ery, and it is probable that continued 
progress in the field of electronic data 
processing will relieve the accountant of an 
increasingly large share of this physical 
chore. It is unlikely that the accountant 
will ever be completely absolved from the 
burden of clerical detail, but in some areas 
—notably the large-corporate one—the 
absolution might be strikingly thorough. 
Regardless of the extent of the relief, how- 
ever, the ultimate responsibility for rec- 
ord-keeping must rest with the accountant. 
The accountant, whether he be industrial 
or certified public, will have to understand 
thoroughly the operation of the electronic 
or mechanical accounting devices used. His 
role as a scorekeeper will assume more of 
the aspects of a scorekeeper-director, and 
it will be his responsibility to insure that 
programming of operations is accomplished 
in such a way that desired accounting re- 
sults are achieved within the framework 
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of proper auditing safeguards. 

It may be in order to suggest that the 
machine operator or the director of a 
computer installation will be a member of 
the accounting profession because he yill 
be performing or directing an essentially 
accounting function. (On the other hand, 
perhaps the physical function of score. 
keeping will be undertaken and supervised, 
in accordance with generally accepted 
accounting principles, of course, by an 
entirely new profession of certified com. 
puter operators.) 


The rule-making function 


The process of scorekeeping is inherently 
mechanical and routine, so that if ac 
counting consisted solely of the recording 
of transactions and preparation of statis- 
tical summaries, no element of accounting 
practice would have elevated itself to the 
rank of a profession. Accounting has 
elevated itself above the level of book- 
keeping because the accounting profession 
has determined and defined the general 
rules and procedures for keeping the score, 
and because it has demonstrated that it 
possesses within itself the ability to en- 
force these rules and procedures. 

The rule-making function consists of two 
kinds of activities. The first—establishing 
broad rules of conduct—is carried on 
primarily by the academicians and the 
public accounting practitioners, the two 
most highly professionalized segments of 
the field of accounting. These broad rules 
of conduct are our “generally accepted 
accounting principles.” 

The accounting profession has made 
great progress in the rule-making area. 
Brief reflection on the complexity and 
diversity of business operations will indi- 
cate the enormity of the task that has been 
accomplished. There is need, however, for 
much more progress in the enforcement of 
these rules of conduct. ‘Generally ac- 
cepted accounting principles” constitute 
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such a large “umbrella” that a wide variety different firms of Certified Public Account- 


of accounting practices may be covered by ants. In spite of the fact that the new meth- 
them. It is therefore rather easy to relax ods of depreciation were adopted by many 
vigilance and to allow tax and other con- of these corporations, frequently upon the 
siderations to dictate the utilization of a advice of the CPA firm involved, no in- 
particular accounting practice either be- stance was noted in which it was believed 
hand, cause the umbrella is large enough to that the “new” methods of depreciation 
accommodate many practices or because were inherently superior to the straight- 
the amount involved is “not material.” line basis as a means of allocating plant 
There are certain areas of accounting and equipment cost to operations—except 

practice in which this abdication of author- as a tax-deferring measure. 


ity is more pronounced than in others. 
Prior to the enactment of the Internal 
Revenue Code of 1954, for example, rela- 
tively few corporations thought it desirable 
to estimate future expenditures which 
should be classified as expenses of a current 


These lapses in enforcement of generally 
accepted accounting principles are un- 
fortunate. It matters not that the amount 
is not material, or that the tax-motivated 
change is still an acceptable practice. Non- 
accounting considerations generally should 


rding period. Auditors’ statements did not dis- not govern accounting practice. 
tatis | tinguish between those corporations that Four factors probably will lead to closer 
nting | did estimate expenses and those that did future adherence to “generally accepted 
> the | not—both groups maintained their ac- accounting principles” and to their greater 
has } counts in accordance with “generally standardization and universal applica- 
00k- | accepted accounting principles.” With the tion, 
a et of Section 462 of the Internal 1 Because the physical burden of record-keep- 
evenue Code of 1954, many corporations ing will be eased, there will be less resistance 
core, | demonstrated admirable ability to estimate to the maintenance of “duplicate” records. 
at It | such expenses, and their published state- 2. Broader experience and insight into business 
ei | ments were prepared in accordance with problems will inspire the promulgation of 
| “generally accepted accounting prin- ,, Benerally. accepted accounting 
es ples.” Upon the subsequent retroactive 3. Continued growth in the status and infu- 
6 repeal of the Section, many corporations ence of the accounting profession will in- 
OR | returned to former policies of non-estima- crease the force of accounting rules. 
be tion—and the statements reflecting such a 4. a business-man see will de- 
reversal of policy were in the great major- velop greater appreciation and recognition 
sof F ity of aon prepared in accordance with of the worthwhileness.of accounting. data 
ules and interpretations. 
generally accepted accounting prin- 
rted F ciples.” The second aspect of the rule-making 
By permitting the use of methods of function involves systems planning and 
ade | depreciation other than the straight-line installation. The advent of high-speed 
rea. | method and little-used declining balance record keeping devices makes the installa- 
and procedure, the Internal Revenue Code of _ tion of the proper system mandatory if the 
idi- | 1954 signalled for many companies a basic records are to be maintained accurately 
cen | change in the method of allocating fixed and with due regard to auditing standards. 
for } property cost to operations. I have studied To accomplish this objective, the auditing 
a extensively the depreciation policies of over and systems functions will have to be much 


forty corporations represented by thirteen 


more closely related than they now are. 
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The functions of interpretation and com- 
munication 


The functions of interpretation and 
communication are discharged through the 
media of audit reports, tax returns, reg- 
istration statements, and other special 
accounting reports and summaries. The 
basic accounting problem in this area is 
that of timely and effective communica- 
tion of the accountant’s interpretations. 
Much accounting information is furnished 
today merely because it is traditional to 
do so, and much of this “traditional” in- 
formation is either untimely, unimpressive, 
or unneeded. The accountant of today falls 
somewhat short of the ideal goals of 
developing in a clear exposition only the 
information needed by clients, managers, 
and other interested parties, and of achiev- 
ing timeliness in the development of this 
information. 


The function of determining which “‘score” 
to keep 


It would seem that a logical part of the 
accountant’s role in business would be to 
provide management with all vital in- 
formation needed to make sound business 
decisions. It would seem further that the 
certified public accountant and the in- 
dustrial accountant would be eminently 
well qualified to indicate to management 
which “scores” needed to be kept, inter- 
preted, and communicated. 

It is undoubtedly true that many firms 
of certified public accountants have acted 
as unofficial managerial and financial ad- 
visors to some of their clients for many 
years. Yet, within the last few years, the 
CPA has emerged in what many have 
termed a “new” role—that of the man- 
agerial consultant. To all apparent indica- 
tions, the certified public accountant is 
beginning to assume a new function. The 
CPA Handbook lists over one hundred dif- 
ferent kinds of services that are being cur- 
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rently performed by CPA’s. Some firms oj 
Certified Public Accountants are eye, 
listed as “Consulting Accountants.” 

In my opinion, the newly aroused jn. 
terest in the management-consulting func. 
tion by Certified Public Accountants js 
indicative only of an awakening to the fact 
that a basic function of accounting has 
been neglected. Determining which score to 
keep is an accounting function which 


should be performed, not as a separate and | 
distinct service, but along with and asa | 


part of the other three functions. 

It is quite appropriate for an accountant, 
within the framework of an audit engage- 
ment, to strive to achieve a relationship 
which will cause a client to call upon him 
for consulting services of many kinds. Ac- 
countants are eminently well qualified to 
discuss with clients and business manage- 
ment the relative efficiency of departments 
and of specific operations. For example, 
accountants properly may analyze capital 
equipment positions and recommend pos- 
sible courses of action. If accountants do 
not desire to make recommendations, at 
least they can furnish clients and managers 
with selected data which will facilitate the 
making of decisions. 

The role of the accountant as a “con- 
sultant” should take place within the 
framework of the accounting function, and 
not as a separate and distinct function. 
The accounting firm in public practice 
should not hold itself out as “accountants 
and consultants,” but through a process of 
client education, it should be thought of 
in those terms. 

The development of the accounting pro- 
fession should continue along these lines: 
The accountant will be less of a technician 
than he now is in many areas, since the 
purely technical function, by its own na- 
ture, will be routinized and mechanized. 
One of the basic qualities an accountant 
will have to possess will be a flair for detail, 
but the accountant will be concerned 
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primarily with the determination of the 
information which will be of greatest bene- 
fit to his employer or client, and with the 
interpretation of that information. 

He will play a much more important role 
than he now doses in selecting the kinds of 
information which will be of value. In a 
sense, the role of the Certified Public 
Accountant will much more closely ap- 
proach, in relation to all of his clients, some 
aspects of the controllership function. 


WHAT SHOULD BE THE ROLE OF THE 
UNIVERSITY IN EDUCATING TOMOR- 
ROW’S ACCOUNTANT—TODAY? 


In the past, University faculty members 
have asked businessmen—including ac- 
countants, both private and public—the 
following question: ‘“What do you expect 
of a college graduate?” The question begs 
the real issue, for the inference of the ques- 
tion is, ‘If you will tell us what you expect, 
we will attempt to provide that type of 
education.” 

It is important for the Universities and 
their Schools of Business Administration to 
recognize now that the University should 
take the initiative and position of leader- 
ship. If a college degree is to become even 
more a prerequisite to employment than it 
now is, if it is to be a requirement for a 
CPA certificate as the Commission on 
Standards and Experience for CPA’s has 
recommended, then the business man and 
the accountant of the future will be to a 
large extent what the Universities make 
him, The accounting profession of tomor- 
tow will reflect the education given the 
accounting student today in our schools. 
If the accounting profession is to dis- 
charge successfully the functions described 
above, the Universities must provide the 
accountant with the necessary education. 

At the risk of triteness, the obvious fact 
that the accountant must be able to reason, 
think logically, and apply sound principles 
of conduct (not generally accepted ac- 
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counting principles) to a variety of situa- 
tions, should be emphasized. 

Schools of Business Administration do 
not constitute the most effictent “basic 
training’’ to accomplish this objective. The 
ability to reason clearly and to think 
logically can best be taught through the 
humanities and the sciences. Courses in 
mathematics (not business mathematics, 
but a thorough grounding in algebra and 
calculus), logic, and philosophy are essen- 
tial. Ideas of sound principles of conduct 
can best be taught through the media of 
courses in history, the social sciences, and 
ethics. Analytical ability can be developed 
through the physical sciences. 

No course or program in any School of 
Business Administration can be a wholly 
adequate substitute for a “liberal arts” 
background, for no business course, in- 
cluding accounting, has a really funda- 
menial nature. Business courses are tools 
and are purveyors of information, pro- 
cedures, and methodologies. Business 
courses should furnish the workshop for 
applied logic and reasoning. As media for 
the teaching of logical thinking, they fail 
in the hands of most teachers because their 
very nature is that of the tool for applying 
that which they seek to teach. 

Business education, including account- 
ing education, should follow a thorough, 
well organized program of so-called “‘lib- 
eral’’ studies. Perhaps, although not neces- 
sarily, there should be a “‘pre-business” 
curriculum. This pre-business curriculum 
should span at least two years. In the in- 
terest of accomplishing many objectives 
within four years, it might have to be 
limited to two years, but the student who 
has the time might do well to indulge him- 
self in another year of liberal arts. 

For the student who manifests an in- 
terest in accounting at a sufficiently early 
time, it might be permissible to allow ac- 
counting as an elective in the second of 
the two pre-business years. 
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The basic philosophy of the under- 
graduate business school program should be 
that of non-specialization, because in- 
evitably the product of specialized educa- 
tion will be a narrowly trained technician— 
not an educated man. The number of 
credit hours permitted in any one field of 
business administration—including ac- 
counting—should be sharply limited. 
(Within this same framework, however, 
the exceptionally well qualified and supe- 
rior student should be allowed to take 
“overloads” in some areas. These over- 
loads should not be accepted in fulfillment 
of the requirements for graduation, how- 
ever.) 

The undergraduate School of Business 
Administration should provide a core of 
courses specially designed to acquaint all 
students with the functions and objective 
of the major areas of business, including 
accounting. These courses should be of- 
fered at the Junior—or first year business 
administration—level. (An exception will 
have already been made, of course, for the 
student who had scheduled his first course 
in accounting at the Sophomore level.) 
For the student of accounting, these 
courses should provide the background in- 
formation in the fields of finance, market- 
ing, industrial relations, economics, statis- 
tics, business policy, production, and ad- 
ministrative policy which will enable him 
to relate accounting to business and there- 
fore to serve future employers and clients 
in a more proficient manner. 

With a background of liberal arts and a 
sampling of the problems and functions of 
other areas of business, the accounting 
curricula can be condensed without sacri- 
ficing content. 

In the first course of accounting, which 
would be scheduled in either the Sopho- 
more or Junior year by all business ad- 
ministration students, technique should 
not be emphasized. Laboratory sessions, 
the working of many long and tiresome 
problems, and general emphasis on the 
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“doing” of accounting is not desirable jp 
the first course. It is possible to argue that 
no long, involved problems should be ag. 
signed, and that practice sets be abolished, 
In this course, it is not necessary or desir. 
able that accounting be taught “through 
the point of a pencil.” 

The logic of this approach will be ap. 
parent if it be remembered that both 
future accounting and non-accounting 
students will be registered for this course, 
For accounting students, the stressing of 
basic conventions and logical rules in the 
first year will improve markedly the 
degree of understanding of accounting, 
not only in the first, but in subsequent 
years. This proposition can also be stated 
in a converse fashion. Accounting training 
which allows students to memorize journal 
entries, adjusting entries, reversing entries, 
and other mechanical procedures of ac- 
counting, and which encourages such 
memorization by the working of many 
problems of similar content, constitutes 
training rather than education. It con- 
stitutes a training which is aimed at a 
concept of professional accounting which 
does not maximize the potential of ac 
counting, and which should not exist in 
practice. In short, it constitutes training of 
the student for naught, and its continuance 
threatens the very existence of accounting 
as a profession. 

The second-year of accounting—the 
course usually termed Intermediate or 
Advanced Accounting—should be the 
year in which technique is taught in con- 
junction with a thorough re-examination 
of accounting conventions. 

Concurrently, as a matter of timing, the 
student should be introduced to the field 
of Cost Accounting. A one semester course, 
this introduction should include a study of 
job order systems, process systems, and 
standard costs. 

In his last undergraduate year, the 
student should be required to elect a one 
semester course in Auditing and a one 
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semester course in Federal Income Taxa- 
tion. The latter course should acquaint the 
student with the basic rules governing the 
preparation of returns for individuals, 
partnerships, and corporations. 

It is probable that in the last under- 
graduate year the student should be 
allowed to elect one accounting course 
from among the graduate offerings, and 
that this course should be concerned with 
advanced accounting theory or problems. 

The student who is unable to continue 
his formal education beyond the under- 
graduate program will have been provided 
with the basic tools for logical thought, and 
he will have been provided with a survey 
of business and accounting subjects. Initi- 
ally, he will not be a technically proficient 
expert, and he may at some time subse- 
quently enroll in a CPA review course. 
He will, however, possess a background 
which should enable him to progress 
rapidly in the accounting profession and 
which should enable him to complete sat- 
isfactorily the CPA examination, if he 
wishes, after appropriate review. 

The student who continues in the Uni- 
versity should be given an objective of 
some degree other than an M.B.A. The 
graduate program for the accounting stu- 
dent should be planned specifically to 
prepare him for professional accounting 
work. It should consist of fifteen semester 
hours of work in the general area of Busi- 
ness Administration, plus an equal number 
of hours of work in Accounting. The 
Accounting offerings and content should 
be as follows: Advanced Accounting 
Theory; Advanced Accounting Problems; 
Advanced Federal Income Tax Problems 
(including research materials, corporate 
liquidations, partnership basis and dis- 
tribution problems, gift tax and estate 
tax); Advanced Auditing; Advanced Cost 
Accounting Problems; and a course in Ac- 
counting Research, which would permit 
private projects, internship, or a study of 
specialized topics selected, with aid of 
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counsel, by the individual student. 

The student who pursues the above 
program either immediately after his un- 
dergraduate work or after a lapse of time 
due to service with the Armed Forces or 
some other factor, should be quite well pre- 
pared to enter the accounting profession. 

The accounting program outlined here 
consists of no more than twenty-four 
semester hours at the undergraduate level 
and fifteen semester hours at the graduate 
level, a total of thirty-nine hours, 

More time than this should not be re- 
quired to instill the present store of ac- 
counting knowledge in the minds of stu- 
dents, if those students have been ade- 
quately prepared through a_ basically 
liberal arts and survey-type business ad- 
ministration program. It is essential, how- 
ever, 
such as philosophy, logic, and mathemat- 
ics should be specifically prescribed as 
a part of the pre-business curriculum. 
The accounting curriculum that extends 
itself through such courses as retail ac- 
counting, accounting for engineers, ac- 
counting for ranch hands, accounting for 
hotels, and other special accounting courses 
which are nothing more than specific sys- 
tems and techniques should be frowned up- 
on. Such problems can be solved upon con- 
tact by the well educated accountant. 

It is to the best interests of the account- 
ing profession to proceed and develop along 
the lines indicated earlier in this paper. If 
Universities assume the leadership which 
they should, and if accounting education 
proceeds along the broad lines outlined, 
within the framework either of the busi- 
ness administration school or the profes- 
sional accounting school, the accounting 
profession will attract good students and 
will flourish. Unless these things do take 
place, accounting training will have been 
for naught. 

The future of the accounting profession 
is in the hands of the University. What 
will it be? 
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ELECTRONIC DATA PROCESSING AND THE 
ACCOUNTING FACULTY* 


W. Rocers HamMonpD 


Associate Dean, School of Business Administration, 
Georgia State College of Business Administration 


sion always to define one’s terms. I in- 

tend to talk about electronic data proc- 
essing and the accounting faculty. I will 
attempt a definition of electronic data proc- 
essing, but I am convinced that no dean 
should attempt to define, confine, or refine 
the accounting faculty. 

Electronic data processing is the mean- 
ingful manipulation of data by the use of 
any electronic device capable of auto- 
matically following a series of sequences 
according to a predetermined program.! 

It may be of some interest to trace 
sketchily the course of development of the 
electronic data processing equipment now 
in business use. Perhaps the first mechan- 
ical device developed by man as an aid in 
computing was the abacus. The abacus 
came into existence several hundred years 
B. C. It is still in very wide use today. 
In its present form, the abacus consists of 
a series of rods and beads arranged in a 
particular manner which facilitates the 
performing of arithmetical operations. 

Napier, around the year 1600, devised 
two aids to computing: 1) Logarithms and 
2) Napier’s Bones. The Bones permit al- 
most instantaneous multiplication by the 
moving of strips of material on which num- 
bers are written. When the strips are 


if Is SAID to be appropriate in a discus- 


* This paper was read at the Ninth Annual Meeting 
of the Southeastern Section of the American Account- 
ing Association, University of Georgia, April 13, 1957. 

1 Based upon a definition by Mengel, M. E., “Pres- 
ent and Projected Computer Needs in Business and 
Industry” in Jacobson, A. W., (Ed.) Proceedings of 
the First Conference on Training Personnel for the Com- 
puting Machine Field. Wayne University Press, De- 
troit, 1955, p. 4. 


properly positioned, the answer is read 
directly across a horizontal line. Other 
calculating devices were developed by 
Pascal and Leibnitz before the end of the 
1600’s. Pascal’s gearing was similar to 
modern calculators and Leibnitz devised 
the means of carrying over a digit from one 
column to another which is still in use. 

In the early 1800’s Charles Babbage, 
an Englishman of remarkable and diverse 
ability, conceived a “difference engine” for 
the preparation of mathematical tables, 
The British government supported this 
project to the extent of some million dob 
lars. Physical difficulties prevented suc- 
cess, but Babbage invented, in the course 
of his work on the engine, hundreds of use- 
ful tools and machines. Later, Babbage, 
in addition to his contributions to man- 
agement thought which should earn him 
the title of “grandfather of modern man- 
agement” (if Taylor must be called its 
“father’’), conceived of an expansion of the 
“difference engine” which foreshadowed 
the modern electronic computers. As 
Babbage conceived of the machine it had 
all the features of the current devices 
except a memory. More specifically he even 
realized the necessity of machine instruc- 
tions cast as stereotyped commands, the 
precursor of the “logical design” of the 
current machines. 

Not until 1890 did the next important 
step in computer development occur. This 
step was the design of the punch-card 
method by Hollerith. Babbage, by the 
way, had suggested the use of punched 
cards as a means of storing numbers. 
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Punched-cards now constitute one of the 
principal input-output media for the com- 
uters. 
Only in 1937 with Aiken and Stibitz 
working independently was Babbage’s idea 
of a sequentially operated automatic 
digital computer reundertaken. In 1940 a 
jally automatic machine designed by 
Stibitz and built by the Bell laboratories 
was demonstrated. Two years later Stibitz 
produced a “relay interpolator” which was 
the first computer to be tape controlled. 
Incidentally Babbage had also suggested 
the use of instruction on tape to control 
machines. 

In 1943 Aiken’s Mark I computer with 
IBM components was put in operation. 
Soon afterwards, Eckert, Manchly, and 
Goldstine undertook studies regarding the 
use of electron tubes instead of conven- 
tional relays in computers. They produced 
the Eniac shortly after the end of the War. 
With Stibitz’s complex number computer, 
Aiken’s Mark I, and Manchly and Eckert’s 
Eniac, the stage was set and some leading 
actors in play.” 

In the past few years since the Second 
World War, the number and to some ex- 
tent the variety of electronic devices ca- 
pable of manipulating data has increased 
remarkably. Until quite recently the pre- 
dominant use of these devices was over- 
whelmingly in the area of engineering 
calculation and in scientific and related 
research studies. 

Astudy by Wayne University presented 
in 1954 indicated that devices in companies 
ina relatively limited sample were utilized 
as follows: 


65% for engineering 


*This historical material is based 
G. R. and Larrivee, J. A., Mathematics 


Stibitz, 
Computers, 


McGraw-Hill, N. Y., 1957, pp. 45-63. This is an ex- 
cellent work which should be read by anyone concerned 
with E.D.P. An elaboration upon the development of 
taleulating devices may be found in Hammond, W. R. 
earns Machines, Georgia College, Atlanta, 


* Mengel, op. cit., p. 5. 


State 


30% for scientific and only 
5% for “business” data processing 

Unhappily I cannot give you current 
figures, but it is certain that business data 
use now—only three years later—con- 
stitutes a very substantial part of total 
use of such devices. 

These devices were developed as com- 
puters. It is only in the very recent past 
that such devices primarily and specifically 
designed for and directed toward business 
use have appeared. Business acceptance 
and adoption of EDP machines has far out- 
stripped the producers’ abilities to provide 
them, and one to one and a half years is 
not an unusual delivery waiting period 
even though assembly line techniques are 
in use. 

Current E.D.P. devices are classified 
as either Large Scale or Medium Scale. 
Some of the currently available machines 
and systems are:‘ 


Medium Scale: Large Scale: 
The Datamatic 1000 
IBM 650 IBM 705 
UNIVAC File Computer 

(Remington) 
Elecom 125 (Underwood) 


Some of these machines are basically 
decimal or numerical but can handle 
alphabetical matter by use of two decimal 
characters. Some are fully alphanumeric. 
All of these data processing devices are 
digital as contrasted to analog computers. 
The common adding machine is the ances- 
tor of the digital computers. The slide-rule 
is the grandfather of the analog com- 
puters. 

These machines have unusual capacities 
for dealing with relatively unlimited 
volumes of business data in remarkably 
short time periods—basic operation times 


i t see , F., Appraising 
ic Computers, Controllership 


Electronic Com: 
Foundation, N. Y., 1956, pp. 91-95. 
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of the machines are measured in millisec- 
onds. That these machines will relieve 
many people of the burden of routine data 
manipulation is no more clear than the 
fact that many, many people, at all levels 
in business activity, must become familar 
with the machines, and that many must 
work with them. 

Electronic data processing systems can 
do two things in business use. First, they 
can accomplish present data processing 
activities with much greater speed—and 
perhaps. accuracy—than is otherwise pos- 
sible. This ability will make such processed 
data available in useful form before they 
are of interest only as historical fact. The 
implications in managerial control, cost- 
ing, and other areas are tremendous. Sec- 
ond, these systems will make possible 
undertakings in the areas of analysis and 
utilization of data otherwise impossible in 
a practical sense. 

Every category of activity in business 
organization will, in due course be affected 
by the increasing introduction of E.D.P. in 
business. Everyone from clerks and opera- 
tives to members of senior management 
will feel this change in approach to data 
processing which, in its magnitude both 
present and impending, must be called 
revolutionary. We are now in the first 
stages of the culmination of this particular 
aspect of the industrial revolution. 

The economic community will reason- 
ably look to the colleges and universities 
to take some appropriate part in these 
developments. More particularly, the busi- 
ness community, it is to be hoped, will 
look to the schools of business administra- 
tion to undertake foresighted steps to 
provide education and guidance through 
research directed toward the early achieve- 
ment of the even now cloudily seen pos- 
sibilities in this developing area. 

Within the schools of business adminis- 
tration where shall we look for faculty 
qualified to take up this new venture? 
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In my view, we must look to entire bug. 
ness faculties, for every area of business's 
or will be affected. But we are aware tha 
faculties of business are not now versed in 
E.D.P. How can we move toward instilling 
and developing faculty interest and ability 
in this area? Again, in my view, we ca 
reasonably expect to look for leadership ty 
the faculty of the traditional processers of 
data, to the faculty which by the vey 
nature of its discipline is as a group most 
nearly completely trained in logic and 
logical procedures, in precision of thought 
and act: the accounting faculty. 

The advantages of having the over-all 
concepts and the detail familiarity with 
the processing of data is clear. But why 
stress the importance of the accounting 
faculty being trained in logic? Becaus 
logic is the essential character of E.DP. 
systems. The machines were developed 
largely by mathematicians and engineers 
(but with fundamental contributions by 
logicians). The first uses of the machines 


as computers emphasized the importance 


of the mathematician. I do not suggest any 
less importance of mathematics. I do sug- 
gest that most business data processing 
problems involve no serious mathematical 
problems. But analyzing and programming 
business problems for an E.D.P. system 
does involve keen and clear logic. 

As to precision of thought and of act, I 
may say that the machines must be most 
precisely directed. Programming is essen- 
tially precise—absolutely precise—and 
completely detailed pianning. In the 
absence of machine error, which of course 
can occur, erroneous output will result 
from either errors in input or errors in in- 
structions to the machines. One of the more 
widely used machines can perform 40,000 
operations a minute. Without considering 
any compounding effect, this speed enables 
you to make 667 errors a second. Thus, 
ill-advised hands, these machines could 
provide the fastest means in the world for 
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going wrong. As to machine error, one 
estimate is one such error per billion opera- 
tions. But remember, operations are occur- 
ring at 40,000 a minute. 

The accounting faculty, as a faculty, 
should combine an excellent understanding 
of business, sound logical training, and 
knowledge of business data. On this base 
the accounting faculty should undertake 
the leadership in E.D.P.M. systems as 
such in schools of business administration. 
First, developing and perfecting their 
own knowledge and understanding of 
E.D.P., the accounting faculty can then 
be the source of information and guidance, 
and, indeed, of inspiration, to the rest of 
the business faculty to develop in this 
area. Thus, through informal contacts and 
faculty seminars, this knowledge can 
spread, and in due time through research 
wholly new and important possibilities of 
E.D.P. can be found and enhanced not 
only in accounting but in statistics, insur- 
ance, management and operations re- 
search, transportation, marketing research, 
economics, and all the areas of concern of 
the business faculty. 

As the first step in this development of 
the faculty, interested members of the 
accounting staff (or any qualified faculty 
member, of course) should attend appro- 
priate courses and demonstrations pro- 
vided by the machine producers. Such 
staff members might be able to find sum- 
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mer employment with a company which 
has an E.D.P. system. The literature in 
this field is expanding almost daily. No one 
who has an interest need fear a lack of 
books and articles to advance his interest. 
Since mathematics is an important factor 
in full understanding and utilization of 
E.D.P. systems, interested faculty mem- 
bers should also undertake either further 
formal courses or independent study in 
mathematics. 

Some faculty development in E.D.P. 
clearly should come before there is serious 
consideration of acquiring machines, an 
expensive project which probably would 
not run too much less than $100,000 a year 
under good conditions. The faculty should 
develop its knowledge of E.D.P. for the 
student’s benefit even where there is no 
plan for present or future machine acquisi- 
tion. 

Knowing that almost all metaphors are 
doomed to failure, I venture this one. With 
the industrial engineer at the cost ac- 
counting window of the House of Account- 
ing, the management consultant at the ad- 
visory window, and with some attorneys 
claiming that technically a very large part 
of the house doesn’t really belong to the 
accountant even though he has lived there 
at least since 1913, I suggest that we open 
the front door to E.D.P. before it takes up 
exclusiveresidence with our goodneighbors, 
the engineers and mathematicians. 
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FACULTY RESPONSIBILITY WITH RESPECT TO 
CORRECTING CERTAIN DEFECTS IN THE 
ACCOUNTANT’S EDUCATION* 


Detmas D. Ray 
Associate Professor, University of Florida 


porary accounting literature reveals 

much criticism of accounting educa- 
tion. In addition to these written criti- 
cisms, accounting faculty members in con- 
versation with businessmen, practicing 
accountants, and other faculty members 
frequently hear complaints as to the short- 
comings of accounting education. If one at- 
tempts to evaluate these criticisms, cer- 
tain questions come naturally to mind. 
What characteristics are considered de- 
sirable for accountants? What kind of 
education should the prospective account- 
ant be getting? Does the average account- 


ie a casual scanning of contem- 


ant have the characteristics that are con- 


sidered desirable, and does he measure up 
to the expected level of education? If the 
answers to the last two questions are nega- 
tive, what are the responsibilities of 
accounting faculties in correcting these 
deficiencies? Any attempt to determine 
these responsibilities should proceed on a 
basic premise: The education of an individ- 
ual is a life-time process. The completely 
educated individual is a nonentity and no 
accounting department, college of business 
administration, nor university should des- 
pair because it is not turning out a fully 
educated accountant. 

As a first step in delineating the respon- 
sibilities of accounting faculties in this 
lifetime process, it may be well to look at 
the characteristics which seem desirable 
to employers of accountants as well as the 


* This paper was presented at the Ninth Annual 
Meeting of the Southeastern Section, American Ac- 
counting Association, Athens, Georgia, on April 12, 


type of education which they think is desir. 
able. In taking this step, it is recognized 
that to some the consumer has no rights 
in the educational market-place. However, 
even though we as educators may wish to 
reserve the ultimate right to evaluate any 
criticism of accounting education, the at- 
tempt to “see ourselves as others see us” 
may assist us in self-analysis. 

In the January, 1957, issue of Tu 
ACCOUNTING REvIEw there appeared an 
article in which certain desirable char- 
acteristics of young accounting graduates 
were discussed.’ Along with certain in- 
tangible characteristics such as integrity 
and ambition, the author stressed the 
ability to communicate with others, both 
in writing and orally, as being desirable 
traits of the young accountant. The ideal 
education for accountants was character- 
ized as being a broad, liberal one which, in 
its accounting phase, should stress theory 
and not facts. 

Articles evaluating accounting educa- 
tion from the standpoint of a business 
employer and from the viewpoint of a mem- 
ber of a State Board of Accountancy have 
also appeared.? Mr. Knight, Vice President 
and Treasurer of Walgreen Company, 
mentioned four intellectual qualities of the 
educated mind which he considered essen- 


1D. H. Cramer, “What Does the Employer Expect 
CCOUNTING 


of the College Graduate?” Tue A’ REVIEW, 
January, 1957, pp. 15-20. 

Robert G. Knight, “Accounting Education— 
From the Point of View of the Business Employer,” 
Tue Accountinc REvIEw, July, 1953, pp. 343-349; 
and A. Frank Stewart, “Accounting Education—From 
the Viewpoint of a Member of a State Board of Ac 

ACCOUNTING 


countancy,” THE Review, July, 1953, 
pp. 350-265. 
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tial to high level success in accounting 
careers. The qualities mentioned were: (1) 
step-by-step reasoning, (2) the capacity to 
select the relevant and the significant from 
masses of detail, (3) the ability to present 
findings clearly and (4) the quality of 
imagination. Mr. Stewart, Chairman of 
the State Board of Accountancy of the 
State of Virginia, deplored especially the 
inability of the C.P.A. candidate to com- 
municate his ideas to others. Although 
each of these three writers was viewing ac- 
counting education from a different stand- 
point, the idea of a broad education with 
emphasis on the development of communi- 
cation skills was common to all. 

Next let us turn our attention to the 
ultimate objectives of accounting educa- 
tion as set forth by the Standards Rating 
Committee of the American Accounting 
Association® as well as the Commission on 
Standards of Education and Experience 
for Certified Public Accountants.‘ Ac- 
cording to the Standards Rating Com- 
mittee, the three ultimate objectives of 
professional accounting education are rec- 
ognized as: (1) education in citizenship, (2) 
education in business, and (3) education in 
accounting. While the Commission on 
Standards did not state the objectives 
of accounting education in the same words, 
they did stress the breadth of knowledge 
of the C.P.A. as follows: 

The CPA comes in contact with many types 
of people in his activities. To work successfully 
with such people requires a broad background, 
not only in his own field, but in many fields which 
touch upon accountancy. . . . Technical training 
is, of course, important, but CPAs (and business- 
men) are beginning to realize that a broadly 
trained person is, in the long run, likely to be a 


* American Accounting Association, “Report of 
Standards Rating Committee,” Taz ACCOUNTING 
Review, January, 1954, p. 39. 

‘Frank P. Smith and Samuel R. H 
ards of Education and Experience for 


worth, Stand- 
ertified Public 
Accountants, published for the Commission by the 
= of Business Research, University of Mi 
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better prospect for employment than the individ- 
ual with only technical training.§ 

It is thus encouraging to know that 
employers and these two committees are 
adopting a common point of view as to 
the depth and breadth of the education 
needed by accountants. 

In addition to these thoughts as to 
what the accountant and his education 
ought to be, there is also available a profile 
of what the average satisfied public ac- 
countant actually és in comparison with 
the average man. A composite picture of 
the average satisfied public accountant, 
as determined by comparing the scores of 
516 satisfied public accountants on the 
Kuder Preference Record—Vocationa! and 
the Kuder Preference—Personal tesis with 
1,000 men undifferentiated by occupation, 
has been given to us by Robert Jacobs and 
Arthur E. Traxler. 

This composite picture of the average 
satisfied public accountant reveals that he 
does have some degree of imagination, as is 
shown by his preference for new experi- 
ences. His ambition is demonstrated by his 
considerable preference for activities in- 
volving the use of authority and power. On 
the negative side, however, his lack of in- 
terest in social service and his moderate 
liking for people may be considered as 
indicative of no special skill in getting 
along with others. Likewise, the fact that 
he likes to work with ideas only slightly 
more than the average man could be taken 
to indicate a lack of imagination. Thus, 
from a study of this profile, it is apparent 
that our average accountant has fallen 
somewhat short of possessing the traits 
considered most desirable in accountants. 

What are the responsibilities of account- 
ing faculties in bringing the education of 
the accountant into a closer conformity 


verage 
Journal of Accountancy, April, 1954, p. 467. 
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with the three objectives set forth by the 
Standards Rating Committee of the Amer- 
ican Accounting Association? The first 
objective, it will be remembered, was 
educating the citizen. According to the 
Committee, this part of the accountant’s 
education should constitute about 50 per 
cent of the undergraduate curriculum. 
Since human relationships frequently de- 
termine the course of his career, then some 
systematic study of human behavior, e.g., 
psychology and sociology, should be in- 
cluded in his course of study. In order to 
stimulate the imagination, one writer has 
recommended history, English essays, 
and poetry.’ The use of more essay-type 
questions, the writing of reports, and 
giving more attention in our grading 
scheme to neatness of papers, punctuation, 
grammar and spelling would help in raising 
the general quality of work and give addi- 
tional practice in communications. The 
faculty member should use every opportu- 


nity to instill into the student’s pattern: 


of thinking the idea that the successful 
accountant is an educated man as well as 
an accountant. The instructor’s own atti- 
tude toward this broader aspect of educa- 
tion will tend to set the tone of his classes. 
However, it must be admitted that much 
of our influence in this phase of the ac- 
countant’s education will be through 
counseling the student and giving guidance 
in the planning of his program of studies. 

Relative to the second objective, educa- 
tion for business, which according to the 
Standards Rating Committee should rep- 
resent about twenty-five per cent of the 
formal education of the accounting stu- 
dent, accounting faculties are in position 
to exert more influence. The avowed pur- 
pose of this section of the accountant’s 
education is to furnish an insight into the 
workings of an economic system and the 
interrelationships of its various segments, 


Knight, loc. cit., p. 345. 
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as well as to emphasize the functions of 
accounting in this business structure. In 
the daily observance of this part of the 
educational process in action, however, one 
cannot but have serious misgivings. The 
gravest error made in this phase of the 
accountant’s education is the teaching of 
the various fields in self-sealing compart- 
ments. As a result, the idea is all too 
rampant among our students that a certain 
segment of learning is economics, another 
finance, and still another accounting. 
Since the student is taught in this dis. 
jointed fashion, he is frequently not able to 
grasp the interrelationships between the 
various business specialities. One is re- 
minded time and again of the fable of the 
blind men and the elephant. The mere 
recognition that this is the result of ex- 
treme specialization does not solve the 
problem. 

Much of this burden of reconciling the 
various viewpoints must perforce fall to 
the lot of accounting faculties. It is at this 
point, however, that the accounting in- 
structor himself faces a human relations 
problem as delicate as any which his stu- 
dents will later face in their relationships 
with clients, partners, seniors, and office 
force, viz., the risk of incurring the pro- 
fessional jealousy of his non-accounting 
colleagues. It is necessary, therefore, to 
avoid the appearance of teaching these 
various fields. We should confine ourselves 
primarily to teaching relationships be- 
tween accounting and other disciplines, in 
reconciling and contrasting points of view, 
and in demonstrating how accounting fits 
into the economic framework. It is also 
imperative that we admit the limitations 
of accounting rather than attempt to 
camouflage these weaknesses in endless 
arguments with our non-accounting col- 
leagues. 

Accounting faculties seem to have mis- 
takenly assumed that the burden of at- 
taining the third objective of the Standards 
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Rating Committee, that of education in 
accounting, rested solely on_ their 
shoulders. We have tended to forget the 
basic proposition that education is a life- 
time process. Accounting faculties have 
not considered seriously enough the ques- 
tion of what can best be done in the class- 
room and what can best be learned after 
graduation. This is not a question for 
accounting faculties alone, nor can it be 
settled by those practicing accounting in 
its various phases. Neither can this ques- 
tion be settled once and for all. The solu- 
tion lies in continued cooperation between 
the teaching group and practitioners. 
Joint efforts between teaching and prac- 
ticing accountants would result in the 
elimination of any dead wood which we 
have allowed to accumulate in the subject 
matter of college courses. It might possibly 
be found that other topics, even if not 
entirely eliminated, should have less time 
devoted to them. Practitioners are already 
suggesting topics on which too much time 
is now being spent. In the words of one of 
them: 
... there are many subjects included in courses 
in advanced accounting which a person in public 
accounting may never encounter; and if he 
should meet with the situation, the occasions will 
be so few and far between that he must completely 
relearn the material when he needs it. . . . Corre- 
spondingly less time could be spent on such topics 


as statement of affairs, partnership liquidation, 
and the like. . . .* 


Thus one might well pose the question: 
What could be more useless than utilitar- 
ian education which has lost its usefulness? 

Accounting education should be re- 
garded as professional education. We as 
accountants have expended much energy 
in attempting to persuade ourselves and 
others that we belong to a profession. 
While no attempt will be made here to de- 
fine a profession, it is agreed by all that 
some of the characteristics of a profes- 


* Cramer, loc. cit., p. 17. 
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sion are: (1) the undergoing of arduous 
intellectual training by its members, (2) 
the dedication of its members to the ren- 
dering of services with monetary gain as 
secondary, and (3) the commitment of its 
members to an exacting ethical code. 

Individuals are not born with a con- 
sciousness of what constitutes ethical con- 
duct, hence, the acquiring of this ethical 
consciousness is a part of the educative 
process. Since it is agreed that the adher- 
ence to an ethical code is one of the corner- 
stones of a profession it follows that the in- 
stilling of an ethical consciousness is a part 
of the education for a profession. Where in 
this educative process is this awareness of 
what constitutes ethical behavior to be 
developed? Some would probably take the 
position that by the time the student 
reaches the university his ethical concepts 
have already been formulated. This is 
true of a good many of his concepts, but 
the acceptance of this general philosophy 
represents a defeatist attitude toward 
college education in general. There are 
probably those, on the other hand, who, 
while admitting that ethical concepts may 
still be acquired by persons of college age, 
would relegate their acquisition to that 
portion of the accountant’s training which 
is best accomplished on the job. 

It is the belief of this writer that the in- 
stilling of an ethical consciousness is, in 
part, a responsibility of accounting faculty 
members. This conviction that the teach- 
ing of ethics is a part of the formal educa- 
tion for a profession is also shared by the 
authors of a recent article on Ethical Stand- 
ards of the Medical Profession® “... 
There is at present relatively little in- 
formation about ethical problems imparted 
in the medical curriculum. . . . Possibly 
the answer lies in greater stress on moral 


* William T. Fitts, Jr. and Barbara Fitts, “Ethical 
ession,” The Annals of 
Social Science, 


Standards of the Medical Prof 
the American Academy of Political and 
January, 1955, p. 28. 
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character in the selection of medical stu- 
dents and in a greater stress on the teaching 
of ethical principles in medical schools.” 

Are we shouldering our responsibilities 
in the teaching of ethical concepts to ac- 
counting students? A writer in THE Ac- 
COUNTING REVIEW twenty-six years ago 
said: “The study of ethics has been sadly 
neglected in the teaching of accounting. 
Too many accountants are turned out 
without a knowledge of proper profes- 
sional qualifications. ...’° After a span 
of twenty-five years the Commission on 
Standards of Education and Experience 
for C.P.A.’s was still constrained to 
say: “... Unfortunately, standards of 
professional conduct receive little atten- 
tion in most college accounting pro- 
grams... 

It is not enough to confine the study of 
ethics to the repeating of the sixteen rules 
of professional conduct, in combination 
with a brief explanation of each, all in- 
corporated into an already over-burdened 
auditing course. Even in the elementary 
courses in accounting, in which many non- 
majors will be found, the students should 
at least be made aware that the rules of 
professional conduct exist. Some considera- 
tion should be given at this level to the 
concept of independence. There should be 
developed an awareness of the existence of 
rule thirteen relative to expressing anh 
opinion on financial statements in which 
the public accountant or a member of 
his family have a substantial interest. At- 
tention should be given to the meaning of 
the C.P.A. certificate and the power of 
state boards to expel members and to re- 
voke the certificate for infraction of the 
rules of professional conduct. It should be 
remembered that many of this group are 
the potential users of accountants’ serv- 


@ Joseph C. Myer, “Teaching the Accountant the 
History and Ethics of His Profession,” THe Account- 
Inc Review, March, 1931, p. 49. 

1 Op. cit., p. 54. 
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ices and that there is already too littl 
awareness on the part of the public of the 
existence of a code of ethics in the account- 
ing profession. 

In the remainder of the curriculum, 
many opportunities arise in which instruc. 
tion in the ethical, in contrast to the tech- 
nical, phases of accounting may be given. 
In teaching full disclosure in financial 
statements, attention should be given to 
the responsibility of disclosing information 
to interested groups over and above the 
technical form in which the information 
should be presented. For example, in 
discussing the return of capital in wasting 
asset enterprises in the form of liquidating 
dividends, the ethical responsibility to 
differentiate between what is income and 
what is a return of capital, aside from any 
legal obligation to reveal this information, 
should be stressed. In answer to the oft- 
repeated question: “Ts it all right to work 


.the problem in this way?” One can, on 


occasions, respond: “Technically, yes, 
but what are the ethical implications?” To 
the criticism that this approach would in 
many cases focus attention on the fringe 
of the rules of professional conduct as 
enunciated, it can be replied that it is in 
these penumbral regions that ethical con- 
siderations are crucial. 

The development of a consciousness of 
professional conduct is, however, a joint 
responsibility of accounting faculties and 
those practicing accounting. Practicing 
accountants have for some time insisted 
on a knowledge of the rules of professional 
conduct. Some of the states are now includ- 
ing a test on ethics in the application to 
sit for the C.P.A. examination, Kentucky, 
for example, requires candidates to answer 
one-hundred questions on the Kentucky 
accountancy law, regulations and rules of 
professional conduct. In addition, prior to 
receiving a certificate, the candidate 
attends a meeting on professional ethics 
conducted by the State Board of Account- 
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ancy. In the numerous articles on ethics 
that have appeared in The Journal of 
Accountancy in the not too distant past, 
however, one had the feeling that the 
writers were too often straining at a gnat 
and swallowing a camel. There are many 
signs that practitioners are becoming more 
conscious of the broader aspects of pro- 
fessional conduct. The imporvement in the 
quality of recent writings on professional 
conduct appearing in the JouRNAL has 
been especially noteworthy. 

Practicing accountants in cooperation 
with accounting faculties can effectively 
further the cause of professional conduct 
in talks before student groups by using 
illustrations in which their decisions de- 
pended on ethical rather than technical 
considerations. In all talks before student 
groups by practitioners, however, more 
emphasis should be put on the services 
which well-trained accountants are com- 
petent to render and less on the money- 
making aspects of the profession. Chance 
remarks made by these speakers to stu- 
dents such as, ““We buy you at wholesale 
and sell you at retail,” should be avoided, 
since they tend to nullify many of the 
attitudes which both groups should be 
striving to inculcate. 

It must not be forgotten that a con- 
sciousness of professional conduct is in- 
stilled by example as well as by precept. 
In order to avoid being pharisaical in the 
discussions of professional conduct, each 
of us should take a self-inventory period- 
ically and compare ourselves with the 
ethical standards of the teaching profession 
as set forth in the Accounting Teachers’ 
Guwide.* As accounting faculty members 
our attitude must show that we believe 
wholeheartedly in what we are doing. 
Allusions to ethical conduct, made in a 
light-hearted vein, is worse than no in- 


® American Accounting Association, Accounting 
Teacher’s Guide, Cincinnati: South-Western Publish- 
ing Co., 1953, pp. 12-14. 
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struction at all. It must not be said of us: 
“What you do speaks so loudly that I can- 
not hear what you say.” 

In the light of the defects which exist in 
accounting instruction, some of the results 
of a survey of intermediate accounting 
in one hundred colleges made by Professor 
Harry D. Kerrigan and published in the 
July, 1956, issue of THe AccouUNTING 
REvrew are disturbing. Professor Kerrigan 
concluded that while there was a general 
desire to experiment with change and an 
alertness for practices at other schools, 
“none of these conditions, however, can 
be said to have reached a sufficient state 
of ferment to lead one to think that large 
and drastic changes are on the way.’ The 
finding by Professor Kerrigan that the 
general attitude toward the available text- 
books in intermediate accounting was one 
of “general blissfulness”’ is particularly dis- 
quieting. 

When compared with the objectives 
which we should be trying to accomplish, 
the widely used textbooks in the inter- 
mediate field are considerably behind the 
times with respect to terminology, types 
of problems, and the selection of subject 
matter. It is, of course, recognized that the 
textbook is only a tool, and none of us will 
admit being a slave to it. Nevertheless, it 
is just as difficult to do an efficient job in 
the teaching of accounting with antiquated 
tools as in any other field of human en- 
deavor. 

The responsibility for these outmoded 
textbooks must be placed squarely on 
accounting faculties. Collectively, we are 
both the producers and the consumers of 
accounting textbooks. Textbook com- 
panies cannot be blamed for catering to 
popular demand. The salesmen are frank 
to admit when talking to any of us about 
writing another text that they have in 


"Harry D. K “Intermediate 
VIEW, July, 1956, p. 421. 
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mind sticking as close to the established 
ones as possible without running afoul of 
the copyright laws. Isn’t it about time we 
discontinued the common practice of re- 
arranging the same old subject matter, re- 
vising the dates used in the laboratory 
problems, and heralding the result as the 
advent of a new text? 

When the traits which seem desirable 
in accountants are combined with the type 
of education which is needed for high-level 
success in the various fields of accounting, 
it is apparent that there is very little room 
for the mediocre student. It is a responsi- 
bility of accounting faculties to do every- 
thing possible to attract our share of the 
better students to accounting. Professor 
Niswonger and Professor Moyer have 
thoroughly covered the ways in which 
this may be done in articles appearing in 
the January, 1956, ACcoUNTING REVIEW. 
There is a strong probability that our 
present subject matter emphasis combined 
with our methods of presentation may 
even be driving away many of those very 
students whom we are most interested in 
attracting. It is not too much to hope that 
closer attention paid to the content of 
accounting courses accompanied by more 
up-to-date texts, with more emphasis on 
the uses and limitations of accounting 
along with more attention given to the 
professional attributes expected of the ac- 
countant, will go far toward attracting 
and holding the kind of student capable of 
developing into the caliber of accountant 
which the critics of accounting education 
have in mind. 


SUMMARY 


1. There is evidence that accounting 
graduates are often lacking in the breadth 
and depth of training considered by em- 
ployers, the Standards Rating Committee, 
and The Commission on Standards to be 
necessary for long-run success in account- 
ing careers. 


2. Since education is a life-time process, 
the first step in improving the accountant’s 
education should be the ascertaining of 
what can best be done in the classroom and 
what can best be left until after graduation, 

3. In the broader aspects of the stu- 
dent’s training, our responsibility is pri- 
marily that of counselor to the student. 

4. In education for business, the role of 
accounting faculties is that of showing how 
accounting fits into the economic frame- 
work, in reconciling and contrasting vaii- 
ous points of view, and in assisting the 
student in viewing his knowledge of the 
various business specialities as a whole. 

5. In education in accounting, there is 
need for much soul-searching relative to 
the present content of our accounting 
courses. Much more attention should be 
devoted to instilling into the student a 
consciousness of what constitutes profes- 
sional conduct. To the extent that present 
textbooks are any criterion of the depth 
and breadth of accounting courses, we are 
lagging far behind the objectives set for 
us by employers, the Standards Rating 
Committee, and The Commission on 
Standards. We have an immediate respon- 
sibility to bring these texts more nearly in 
line with our avowed goals. 

In conclusion, the Standards Rating 
Committee and The Commission on Stand- 
ards have gone on record as stating 
that the type of training needed for pres- 
ent-day accounting cannot be accom- 
plished within a four-year curriculum. As 
we move toward longer periods of normal 
education, we can no longer use lack of 
time as an alibi for the shortcomings of our 
product. While the points of view ex- 
pressed in this paper are not new to an 
audience of this kind, the fact that the 
criticisms of accounting education still 
exist, and even appear to be growing in 
volume, is evidence that we are not ac- 
cepting our responsibilities in correcting 
them. 
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A PROPOSAL FOR DETERMINING THE SIGNIFI- 
CANCE OF VARIATIONS FROM STANDARD* 


A. W. Patrick 
Professor, University of Tennessee 


ing is to furnish information which 

can be used as a basis for action by 
appropriate supervisory personnel in con- 
trolling costs. Evidence of increased atten- 
tion to the role of cost accounting as a 
managerial control device may be found in 
current literature, in the classroom, and in 
professional conferences. The cost ac- 
countant has been able to make an im- 
portant contribution to the expansion and 
understanding of this function of cost 
accounting through the use of standard 
costs and the reporting of variations be- 
tween standard and actual costs. A study 
of these variations often enables manage- 
ment to focus attention on the areas where 
corrective action is needed. 

There is some reason to believe, how- 
ever, that the cost accountant may not 
provide as much information to manage- 
ment regarding the variations as he may 
be in position to do. The isolation of 
variations is a relatively easy task. A more 
dificult problem often arises when the 
variations have been determined, i.e., 
which of these variations are significant 
enough to be investigated and which may 
be passed over as sufficiently unimportant 
to warrant an investigation of the causes. 
Man in his human frailty, regardless of his 
scientific genius, fortunately is not en- 
dowed with an ability to forecast the fu- 
ture accurately. Variations from standard, 
therefore, not only are expected but will 
inevitably occur. It is also a business fact 
of life that not every variation should or 
can economically be investigated. There is, 


PRIMARY function of cost account- 


* This paper is based on a Ph.D. dissertation writ- 
ten at the Dhiversity of Michigan. 


therefore, the important problem of select- 
ing variations for investigation of under- 
lying causes. 

Obviously only those variations which 
are considered to be unusual or abnormal 
will be chosen for investigation. The cost 
accountant can render a valuable service 
to management by pointing out those 
variations which seem to demand further 
analysis. An objective evaluation of the 
need for investigating variations may also 
be useful to a company’s public account- 
ants. Not being skilled in a particular tech- 
nology or in methods used in setting stand- 
ards, certified public accountants have 
sometimes shown hesitancy in accepting 
standard costs as employed by a firm. For 
example, on one occasion a variation from 
standard was of such an amount that the 
public accountant insisted the variation 
was excessive and the costs understated. 
The top-level management of the factory, 
however, was equally adamant that the 
standard was correct and that the varia- 
tion was entirely possible under the condi- 
tions then existing in the industry. The 
controversy really hinged on whether or 
not the variation was of sufficient import- 
ance to require an expenditure of funds to 
determine the cause. Without such an 
investigation, however, the factory per- 
sonnel insisted on accepting the variation 
as within the allowable range of tolerance. 
Had some objective method been utilized 
in appraising the variation, this incident 
might need never have arisen. 

An informal inquiry made of business 
managers has led the writer to the tenta- 
tive conclusion that investigations of varia- 
tions are almost always undertaken upon 


the basis of judgment tempered by past 
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experience. Many managers, consistent 
with their intimate knowledge of opera- 
tions, undoubtedly have developed rough 
gauges by which they measure perform- 
ance; however, this “judgmental factor’ 
is often not supported by objective evi- 
dence. Therefore, what may be an outside 
limit in the mind of the manager may or 
may not be justified by the historical facts. 
For example, once a 3 per cent variation 
becomes fixed in one’s mind as the point 
at which an investigation should be under- 
taken, it may be that a considerable period 
may pass before a 2 per cent variation 
will come to be recognized as sufficiently 
significant to warrant further study, even 
though the variation above 2 per cent may 
indeed have been “abnormal” for some 
time. There should, therefore, be some 
“scientific” way in which to determine 
the significance of a variation. 

What methods are available to the cost 
accountant which will facilitate a more 
objective appraisal of the need for addi- 
tional study of variations? The potential 
uses of statistics in the area of cost control 
is gaining recognition. It may be that 
quality control techniques can be drawn 
upon in reaching a satisfactory solution to 
the problem under consideration here. The 
use of statistics will make possible a mathe- 
matical and orderly evaluation of the his- 
torical data; moreover, statistical quality 
control permits the division of the total 
variation of quality characteristics into 
chance and assignable variation. Its great 
value lies in this fact. Variations from 
standard are similar to games of chance 
in that they are subjected to many in- 
fluences which combine to give a result 
which has a certain probability of occur- 
ring. Therefore, if a value which has little 
probability of occurring by chance actu- 
ally turns up, the assumption is made that 
nonchance factors were operating to 
cause the particular outcome. Chance 
variation results from causes which be- 


have in random manner, and assignable 
variation may be attributed to special 
nonrandom causes. Once the expected 
variation from standard is determined, it 
is possible to measure the extent of chance 
variation. 

Through the application of quality 
control procedures, control charts can be 
prepared. Such charts will usually indi- 
cate when assignable variation occurs, 
Once the control limits are established 
and the periodic variations are plotted 
it may be possible to determine directty 
from the chart those variations which 
presumably should be investigated. It 
should be pointed out, however, that 
the validity of the results obtained de- 
pends upon the fairness of the observa- 
tions used in determining the central 
values and the employment of the correct 
technique in the usage of the results. If 
these statistical methods can be success- 
fully applied to the problem, not only will 
the variations needing investigation be pin- 
pointed, but the degree of error in select- 
ing them will also be known—a factor not 
present in the purely judgmental treat- 
ment. The distribution of sample means 
follows a probability model known as the 
normal curve. In the distribution 68.27 
per cent of the observed values will fall 
within one standard deviation from the 
true mean, 95.45 per cent of the items 
will be included within two standard de- 
viations, and 99.73 per cent will fall with- 
in three standard deviations. In other 
words, a normal distribution will include 
almost 100 per cent of the items within 
three standard deviations of the mean. 

In order to apply statistics to this prob- 
lem, it is necessary to establish a relation- 
ship between the variation and some other 
known factor. Therefore, a theory per- 
taining to the pattern of variations must 
be established before it will be possible to 
construct a model from which useful re- 


sults may be expected. 
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Perhaps the application of a statistical 
method of a specific case will clarify the 
above discussion. Let us assume that in 
a hosiery plant there appears to bea 
relationship between the yarn usage varia- 
tion and the volume of yarn consumed in 
the manufacture of hosiery. For example, 
if the same method of setting the con- 
sumption standard were continued over a 
long period of time, and that standard for 
some reason were off by 1 per cent with all 
other factors remaining constant, the 
actual consumption would be expected to 
vary from the standard by 1 per cent at 
all levels of operation. Although the rela- 
tionship may not be this direct, it may be 
reasonable to assume that the variation 
from standard is in part a function of 
dozens of pairs knit. Such a relationship 
between two or more variables can be 
measured through the use of a statistical 
regression chart. 

By preparing a scatter diagram, the 
relationship between consumption and 
variation can be determined, as well as the 
amount of variation of the actual values 
of the dependent variable from the 
estimated or computed values. In this 
analysis the measure of the statistical vari- 
ation which has not been explained by 
the estimating equation is called the 
standard error of estimate (S,..) and refers 
to the scatter. When the computed values 
of the dependent variable have been 
plotted, the result is known as a regression 
line. Control limits can be established 
about this regression line, which will make 
it possible to predict that a certain per cent 
of the observations can be expected to 
fall within a certain range about the line; 
e.g., if 3 S,.. are used, 9,973 observations 
out of ten thousand can be expected to fall 
within the control limits, based upon the 
observed points to which the regression 
line was fitted. This means that when 3 


S,.2 limits are used, a yarn usage variation: 


which falls within the control limits and 


which should be investigated will not occur 
more than 27 chances out of ten thousand. 
This procedure can be adapted for either 
component yarns or for totals only. 

Since this proposal is based upon the 
use of historical data, it should be obvious 
that if any unusual cause of variation, 
such as pilfering, is incorporated in the 
setting of control limits, such conditions 
will be consistently hidden in the historical 
data, and no evidence of these facts will 
be revealed in the procedure. When such 
conditions, however, have recurred in- 
frequently, if they have occurred at all, 
such future variations will probably result 
in an observation falling outside the con- 
trol limits. 

The first step in the procedure, after 
collection of the data, is the preparation 
of a scatter chart, with the dependent 
variable plotted along the Y or vertical 
axis and the independent variable along 
the X or horizontal axis. Then the type 
of relationship can be observed, i.e., 
whether or not there seems to be any 
regression or whether a linear or curvi- 
linear relationship exists. It may also be 
necessary to plot the observed points on 
more than one scale, i.e., arithmetic, semi- 
logarithmic, or logarithmic in order to 
determine which line fits best, i.e., which 
line has the least standard error of esti- 
mate. An advantage of the semi-logarith- 
mic and log-log chart is the fact that the 
control limits can be plotted as straight 
lines when the limits are based upon con- 
stant percentage allowances from the 
regression line. With respect to yarn con- 
sumption in the manufacture of hosiery, 
there is no logical reason to expect a 
$10,000 deviation from the regression line 
at both a $1,000,000 and a $5,000,000 
consumption level. 

Without giving detailed computations, 
an assumed relationship between yarn 
usage variation and actual consumption 
of yarn with established control limits is 
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given in the chart below. A semi-logarith- 
mic chart has been used since it was 
found that the standard error of estimate 
was least if the regression line were plotted 
on such a graph; moreover, a careful 
examination indicated that a straight line 
would fit the data satisfactorily. The re- 


gression line in equation form is Y,=aj* 
or in logarithmic terms log Y.=log a+X 
log 6. This line was determined by the 
method of least squares which implies that 
it is a line of best fit. The results are definite 
and independent of subjective estimate, 
but the method assumes that the regression 
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can be described by a mathematical equa- 
tion. 

After the regression line has been de- 
termined, it will then be possible to estab- 
lish control limits about this line by de- 
termining the standard error of estimate, 
which can be done by the use of a statis- 
tical formula. The one used in this ex- 
ample is: 


(log Y)*—(log log Y) 
—(log b)(= X log Y) 


N-2 


When this equation is solved and the 
antilogarithms determined for the ap- 
propriate number of standard errors, con- 
trol limits will have been established. Thus 
in this example, the upper control limit for 
3 S,.2 is $90,310, and the lower control 
limit is $61,310. These results mean that 
in 9,973 chances out of ten thousand a 
consumption variation ranging from 
$61,310 to $90,310 can be expected at a 
consumption level of $4,000,000. Thus 
with these limits the odds are almost 100 
per cent that no investigation of a 
deviation from standard will be under- 
taken when it should not be made. Ob- 
viously the less chance one wishes to take 
in making an investigation which should 
not be made the greater will be the allow- 
able range of tolerance. After preparation 
of the chart an actual usage variation can 
be plotted and an objective decision made 
concerning the significance of the variation 
based upon historical data. 

The observed points on the chart should 
be distributed at random around the cen- 
tral line. Not only points which fall outside 
the control limits, but any trend from the 
random distribution should be regarded as 
evidence of a change in the pattern of 
variations. Thus, within the control limits, 
any upward or downward trend in the 
points, several points close to a limit, or a 
preponderance of points above or below 


the central value, should cause concern 
since there is an indication that the opera- 
tion may be out of control. Under these 
conditions an immediate investigation 
should be undertaken to determine the 
reasons for the assignable cause and 
corrections made. 

Some caution should be exercised in the 
use of the above technique. In our specific 
example of hosiery manufacture a chang- 
ing price level may distort the analysis 
if dollars are used. It may therefore be 
appropriate to use quantity rather than 
dollar data. Yet, even though dollar data 
may reflect substantial price changes and 
no data are available on physical quan- 
tities, a correction factor for the price 
changes can be incorporated in the 
analysis, giving three variables. A three- 
variable analysis is indeed more complex 
than a two-variable analysis, but the re- 
sults are no less determinable. 

In addition, changes in technology may 
influence the pattern of variations. Thus, 
types of spinning and knitting equip- 
ment may have been installed in recent 
years which have made possible the nar- 
rowing of the variation. Perhaps a more 
precise method of determining consump- 
tion may have been developed only re- 
cently, in which case the pattern of varia- 
tion could have shifted. Therefore, it may 
be that the observation of recent years will 
provide a more satisfactory basis for fore- 
casting future variations than will data for 
the past ten or fifteen years. A study of 
changes in methods of production, raw ma- 
terials, and equipment used should be 
made to determine whether a change in the 
relationship between variables has oc- 
curred over time. 

Another factor bearing on this subject is 
product development and change in prod- 
uct mix. A company which has been 
manufacturing, for example, a line of 
children’s, men’s, and women’s hosiery, 
may find the relationship between total 
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usage variation and total consumption 
to have shifted considerably after the 
discontinuance of children’s and men’s 
hosiery production. Moreover, the addi- 
tion of women’s hosiery to men’s manu- 
facture could likewise change the relation- 
ship between the variables. Such factors, 
although different from one type of manu- 
facture to another, should be considered 
in the development of this statistical 
technique for determining the significance 
of variations. Yet these difficulties are 
present regardless of whether pure judg- 
ment or a more formal scheme as suggested 
here is employed. 

Other factors may be of importance in 
applying this technique to other varia- 
tions in different types of manufacturing 
enterprises. Therefore, such techniques 
should not be blindly used but rather 
should serve as an aid to judgment and 


provide a more reliable basis for action 
than may often be used. 

Cost accounting should be expanded to 
include interpreting the significance of 
variations. It is one thing to say that an 
unfavorable variation of $1,000 has oc. 
curred, and an entirely different thing to 
say that this variation is sufficiently ab. 
normal to require investigation and the 
reasons therefor determined. It may be 
helpful if objective methods can be devel- 
oped which will facilitate the selection of 
those variations which should be ex- 
plained. Rules of thumb, wishful thinking, 
and blind optimism may not be adequate 
safeguards under conditions of stiff com- 
petition for the consumers’ dollars. Judi- 
cious use of statistical methods may prove 
of considerable value in trying to arrive at 
a reasonably objective solution to this 
problem. 
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PLANNING CONCEPTS IN THE “TENTATIVE 
STATEMENT OF COST CONCEPTS’’* 


Diecx BARHYDT 
Rosert H. CLEMENT 
Dan W. LurKIN 
A. Jones YORKE 


counting Association’s Committee 

on Cost Concepts and Standards 
completed a document which it called 
“Tentative Statement of Cost Concepts 
Underlying Reports for Management Pur- 
poses.” The following is a discussion of a 
portion of that document from the point 
of view of the business manager who would 
attempt to apply it. 

The Committee was writing to the busi- 
ness manager, and also to a host of others. 
With this in mind, it is our opinion that a 
valuable contribution was made to the 
whole field of cost control and planning. 
Concepts were “put on paper” for the first 
time and valuable touchstones for future 
cost reporting were delineated and ex- 
plained. 

Yet from the point of view of the busi- 
ness manager, cost concepts are of value to 
him only if he can apply them. They may 
serve other quite useful purposes, but un- 
like “Art for Art’s sake,” “Concepts for 
Concept’s sake” serve little value for the 
business manager. 

It is the purpose of this paper to exam- 
ine the Costs for Planning portion of the 
statement. It is here that the Committee 
takes the “rational approach and 
minimizes subjective considerations which 
play such an important role in the Costs 
for Control section. And it is here, in the 
Costs for Planning section, that the con- 
cepts explained have a real meaning for 


es LAST YEAR the American Ac- 


* The following discussion is a portion of a study of 
the entire “Tentative Statement” presented in partial 
fulfillment for the second year course, Administration 


the business manager. We do not propose 
to question the validity of these concepts 
as concepts per se. It is rather our hope 
that this paper might carry these concepts 
a bit further and explain them, with the 
particular view towards helping the busi- 
ness manager apply them. 

With this brief discussion of our pur- 
pose as a background, we are ready to 
examine the planning concepts presented; 
their strengths, weaknesses and overall 
effectiveness. 

Perhaps the best way to discuss the 
concepts presented is in the form they 
appear in the criginal statement. Thus, un- 
der the heading, Basic Framework, the 
Committee discusses the concept of busi- 
ness risk and its relationship to cost. 
Essentially, the position taken recognizes 
the time-risk factor in future cost measure- 
ment in two ways: 

(1) by measuring and allowing for time risk as 
an element of cost. Under the heading, Methods of 
Measuring Value Releases, a method suggested is 
discounting or advancing outflows at an appro- 
priate rate of interest, and 

(2) by lumping those costs which can’t be 
measured under the general heading, “‘to be con- 
sidered in evaluating the risk of the operation.” 

Further on in the Statement, however, 
under Time, Risk and Uncertainty Adjust- 
ments, the Committee qualifies (1) above 
by stating “the future differential costs 
associated with each alternative must be 
adjusted for time, risk of loss, and un- 
certainty of risk... discounting each 
anticipated future cost to some common . 
point in time is usually the most satisfac- 
tory method.” 

The business manager has been told 
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that he is to discount future outlays, 
necessarily measured outlays, at an ap- 
propriate rate of interest; again he is 
later told that future costs, that lend 
themselves to measurement, are to be dis- 
counted at a rate which reflects time, risk, 
uncertainty, etc., and finally he is told 
other costs which can’t be measured must 
be “considered.” To the business man- 
ager’s way of thinking, any cost to which a 
dollar and cents figure is attached has been 
measured; and in essence he has been told 
to handle these costs in three quite differ- 
ent ways. The business manager might 
well ask a series of questions, “When do I 
measure risk and time by discounting at an 
‘appropriate rate’ and when do I measure 
by interest? What is an ‘appropriate rate’? 
Which costs are to be measured and which 
are not? How can a cost be a cost if it’s not 
measured? Don’t I have to measure every- 
thing is some way to take adequate account 
of it?” 

A statement which might help to clear 
up this confusion could be: All costs in 
the future, by the very nature of the un- 
certainty of the future and the time ele- 
ment involved, carry some element of risk 
which must be allowed for. This can be 
done in two ways: 

(1) by discounting all measured future out- 
lays at a rate which your money is currently 
earning, or could earn, if invested in any other 
alternative of equal risk (we are talking here of 
the overall business risk, the normal risk asso- 
ciated with doing anything with your money and 
not the specific risk of the operation under con- 
sideration) thus accounting only for time; then 
by making a value judgement as to the overall 
uncertainty of the specific operation, establishing 
a required rate of return to account for risk which 
can’t be put in dollars and cents, or 

(2) by discounting each future outlay as above 
plus an additional increment which will reflect the 
risk of that particular outlay; and then again 
taking an overall required rate of return (lower 
in this case) as in the first method above. 

Either method can be used: the second is 
merely a refinement of the first, but care must be 
taken not to count risk twice—once in individual 


discounts applied and again in overall rate of re. 
turn required. Whatever method is chosen, how- 
ever, care must again be taken to use the same 
method throughout so the results will be com- 
parable. 


Now this statement would clear up the 
inconsistencies in the business manager’s 
mind. Here time and risk are clearly differ- 
entiated, and yet the necessary place in 
each in future: cost calculations is ree- 
ognized. Further, the inconsistencies re- 
garding “‘measured risk” are explained and 
the business manager can differentiate the 
two in his calculations. In fact, he rec- 
ognizes that he has “measured”’ all costs, 
though through different approaches. Al- 
though both methods are applicable, it 
seems much more appropriate that the 
first method be used. The reason for this 
is that under this concept management can 
recognize at a glance the two different 
types of “costs” in the report—those 
associated with actual value releases and 
those associated with time and risk. In 
the second method, the two are almost in- 
distinguishably bound together. 

A further point which bears considera- 
tion here is the unfortunate choice of 
the word “interest” by the Committee. 
Reading this the business manager could 
be led to believe that discounting for time 
should reflect a rate synonymous with in- 
terest on borrowed money, whereas the 
rate most applicable to his situation would 
be the rate his money would earn if in- 
vested in any other alternative. This rate 
is reflected most accurately by the rate at 
which funds invested in the business are 
currently earning, or could earn as quali- 
fied above. 

One other general concept is discussed 
by the Committee under the heading, 
Basic Framework. This concept is that to 
qualify as a cost, the value release must 
be for the purpose of furthering a man- 
agerial objective. The Committee states 
that there are two aspects to this concept. 
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The first, ‘only value releases necessary 
for the acquisition or creation of economic 
resources to carry out a managerial ob- 
jective are costs,” is open to misinterpreta- 
tion. Just exactly what are ‘“‘economic re- 
sources’? For instance, if interpreted 
narrowly, the business manager might 
exclude all intangible service staff work 
asa cost associated with a particular proj- 
ect or period, as perhaps no economic 
resource would be either acquired or 
created. Yet these services might be 
necessary to carry out the objective. If 
interpreted broadly, any cost could be a 
value release necessary to carry out a 
managerial objective. The managerial ob- 
jective should be to stay in business profit- 
ably. Actually any value release associated 
with this objective is a cost, and it is this 
interpretation, this objective of staying in 
business profitably, against which all 
economic resources should be measured. 

The second aspect, ‘‘the amount released 
will depend upon the use to be made by 
management of the computed costs” is in 
essence true but again nebulous. The 
amount released will not depend upon the 
use to be made of the computed cost but 
will actually be the computed cost. The 
amount released remains the same. No 
method of reporting will change that. 
What the Committee may have meant, 
and a concept which would be useful to 
the business manager, is that although 
the amount released will remain constant, 
portions of the amount released under a 
particular project or period will be reported 
in accordance with the application desired 
by management. This is just another way 
of stating, and perhaps broadening, the 
responsibility or activity center concept 
recognized in cost control. 

The Committee lists two subdivisions 
under the heading, Costs for Planning: 
Period Planning & Project Planning. 
Starting off with Project Planning, the 
business manager reads that the Com- 
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mittee stresses “only differential costs of 
the alternatives are to be measured and 
compared.” Yet one sentence later he 
learns that “there is less chance of making 
an error (overlooking important differ- 
ences) if the total cost procedure is used.” 
Does it make sense to him for the Com- 
mittee to stress one approach while 
emphasizing the advantages of the other? 
Again the Committee is unclear when it 
states, “In estimating future differential 
costs of each of a given set of alternatives, 
it is necessary to recognize one alternative 
as the standard. Often this standard is 
the alternative which envisages mere con- 
tinuation of the current plan.”’ Often this 
is the case, but measurement on an in- 
cremental basis is most logical, and appli- 
cable, when the differential costs are built 
on the lowest base as a standard. This — 
standard could well be a continuation of 
the current plan, but the point to be em- 
phasized is that no matter what the stand- 
ard, it should be the lowest cost alterna- 
tive for clarity in the final report. 

Under Project Planning, the Com- 
mittee breaks down differential services 
into four categories and explains the cost 
concepts applicable to each. In the opin- 
ion of the authors, this is the greatest con- 
tribution of the statement towards actual 
cost concepts underlying reports for man- 
agement purposes. Concepts are stated 
which for the most part can be quite gen- 
erally applied by the business manager 
and which indicate desired measures of 
cost and give a touchstone for judging the 
reliability of the cost data. 

One significant point bears examina- 
tion, however. The whole area of “‘replace- 
ment” and ‘net proceeds” as alternative 
measures of future value is open to ques- 
tion. This permeates the entire section 
but can best be illustrated under the head- 
ing, Differential Services to be Acquired & 
Partially Consumed. The Committee states 
that residual services to eventually be re- 
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placed can be measured by estimating 
replacement cost, at the time of expected 
replacement, discounted to the end of the 
period. In the opinion of the authors, this 
leaves the business manager with too many 
unknowns in the equation for a successful 
solution. If the project were to last four 
years, say, and residual services would not 
be needed immediately, estimating re- 
placement cost at the time of expected 
replacement would require value judge- 
ments as to when the services would be 
used, what their value would be at that 
later time, what the carrying charges 
would be on the services, and a host of 
other unknowns. To attempt to set such 
unknowns down in dollars and cents seems 
questionable. Unless management can 
clearly measure replacement costs, to try 
to establish that discounted replacement 
costs are or are not in excess of net pro- 
ceeds from future sale, which are in them- 
selves just as nebulous as future replace- 
ment costs, seems too definite an approach 
for too indefinite a situation. For the busi- 
ness manager to understand and apply the 
concept presented here, it seems best to 
take the looser approach, i.e., estimated 
salvage value of residual services as of the 
end of the project discounted to the present. 
as a reduction in the original outlay of cash 
or its equivalent. The residual services then 
merely have a salvage value at the end of 
the project, discounted to the present for 
comparative measurement with today’s 
dollars to be spent on the project. It is 
important to remember here that these 
concepts are dealing with intangibles, 
sometimes well in the future, reduced to 
dollars and cents figures in the present. 
There is no differentiation in these figures 
from other, more tangible, current figures. 
When the business manager reads them, 
they are written in the same ink or typed 
by the same typewriter. Therefore, it 
seems a bit more sensible to measure these 
“guestimates” in the most conservative 


way possible and not attempt to build a 
larger figure on questionable future pro- 
jections. Now this is not to say that at 
all times salvage value is to be used. In- 
deed, in some shorter, more stable projec- 
tions replacement costs will be wholly 
applicable and present a truer picture 
than net proceeds from sale. This decision, 
however, will have to be made in relation 
to the service or the project under con- 
sideration in each particular case. This is 
the only serious difference the authors 
have with these differential cost concepts. 
As stated above, it is here that we feel the 
greatest contribution to cost concepts is 
made. 

Under Costs for Project Planning, the 
Committee also discusses pricing. It’s 
questionable whether this section has any 
application either under costs for project 
planning, or in fact, in a tentative state- 
ment of cost concepts. Price and cost are 
two widely divergent areas, and to relate 
cost concepts to a determination of price 
could lead the business manager to lay en- 
tirely too much emphasis on internal cost 
structures rather than the external total 
demand considerations. Certainly cost does 
have a place in the determination of price, 
and in the long run no business can operate 
on a pricing level that doesn’t cover costs. 
This is quite universally recognized and 
forms the foundation for long-range pricing 
policies in successful businesses. Recogniz- 
ing this, it is the other, non-monetary con- 
siderations, such as supply, demand, com- 
petition, share of the market, public ac- 
ceptance, and even management attitude 
towards a “fair return,” which form the 
sound price structure on this cost founda- 
tion. Hence, the application of pricing un- 
der cost concepts is questionable; perhaps 
the committee recognizes this when dis- 
cussing repetitive selling; ‘Since most (of 
these) future gains and losses defy satisfac- 
tory expression in monetary terms, the se- 
lection of the margin of price over future 


differ 
of 
Ur 
Com 
the 
unde 
acqu 
: 
goes 
are 
rate 
cost 
ares 
or t 
or s 
dist 
ove 
: 
th 
the 
the 
wit 
Pe 
th 
the 
mi 
int 


Planning Concepts 


differential costs is a direct responsibility 
of management.” 

Under Costs for Period Planning the 
Committee states, “For those activities 
whose future service requirements within 
the budget period will be consumed during 
the same period, the period planning em- 
ploys essentially the same cost concepts as 
project planning.” The Committee states 
under project planning, “services to be 
acquired and fully consumed within the 
planning period, (future cost) is the ex- 
pected future outlay of cash, or equivalent, 
required for their acquisition.” Again un- 
der project planning, the Committee 
goes on to say that these future outlays 
are to be discounted using various times, 
rates, etc., as discussed previously. If 
period planning then employs the “same 
cost concepts as project planning” in this 
area, does this mean that period planning, 
or the overall budget, should have future 
cash projections discounted to the present 
or some other point in time? As the above 
example illustrates, in this section the 
distinction between period and project 
planning is left unclear in the reader’s 
mind. Period planning is essentially an 
overall budget, incorporating project plan- 
ning expenses, not in accordance with con- 
cepts presented for their determination in 
the present, but rather in accordance with 
the actual expense in the future. The dis- 
tinction is that project planning measures 
certain future dollars for a comparison 
with other future dollars in the present. 
Period planning measures future dollars in 
terms of the future with no allowance for 
time, as no further comparison is a part of 
the period plan. 

This emphasis on “future” points up the 
narrow objective attributed to period 
planning by the Committee. The Com- 
mittee states, “the principal objective of 
period planning is the development of 
various sets of plans and their conversion 
into a single overall plan in order to direct 
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and coordinate each of the separate activ- 
ities and to assure that their summation is 
an acceptable whole.” Again, the Com- 
mittee states, “it is constructed as a re- 
viewing device. . .” Period planning by its 
emphasis on “future” can have a wholly 
desirable effect, before-the-fact, on com- 
munication and motivation, as well as on 
appraisal. As stated previously, this em- 
phasis is also applicable to project plan- 
ning, but it seems to have even more bene- 
ficial application here. 

Perhaps the most significant concept in 
this period planning section is the emphasis 
on the inadequacy of historical cost pro- 
jections in period planning. The Com- 
mittee emphasizes the inadequacy of only 
one variable, volume, in determining 
effect on future outlays. This is indeed a 
desired measure of cost too often over- 
looked by the business manager in judging 
the reliability of cost data. 

At the end of the statement, we come to 
the section on historical costs. In the opin- 
ion of the authors, this section has no place 
in cost concepts for planning. Indeed, it 
seems as if the Commitee itself felt this by 
the haphazard construction of the his- 
torical cost section, and its failure to tie 
this section in with the other sections of 
the report. 

In conclusion, the authors would like to 
state that it is much, much easier to 
criticize original thinking than to do that 
same thinking. The tentative statemext 
has certainly accomplished one of its 
main objectives, i.e., “to stimulate further 
study and discussion of the accounting in- 
formation needed by management,” but 
also has gone well beyond. The Committee 
has presented concepts that provide a 
start in dealing with a broad subjective 
area of cost. Because of this start, it seems 
reasonable to expect continued develop- 
ment of improved techniques and proce- 
dures in supplying management with ap- 
propriate cost information in this area. 
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DISCLOSURE: 1957 


CHARLES T. HORNGREN 


Associate Professor, University of Wisconsin—Milwaukee, and 
University of Wisconsin 


closure in published reports. There 
has been much progress in obtain- 
ing more disclosure in the past 25 years. 
Then why write more about disclosure? 
Problems here are never-ending. More re- 
mains to be done. The rising stature of the 
professional financial analyst, the in- 
creasing influx of institutional investors in- 
to stock holdings, and the chance for 
companies to enhance the attractiveness 
of their stock through ample disclosure 
have introduced specific problems which 
warrant consideration. Accountants have 
current expanded responsibilities and op- 
portunities in the area of disclosure. 
Consider the security analyst’s posi- 
tion. He represents, dollarwise, a large 
percentage of existing investment capital. 
As an investor, or adviser to investors, he 
has a weighty responsibility. He is an in- 
vestment sophisticate who demands and 
deserves full and accurate information. 
Fortune observed: 


generally favor full dis- 


In part, this coming of age of the analyst stems 
from the new public-relations consciousness of 
American business. Primarily, however, it reflects 
the analyst’s growing power and influence over 
stock prices and investment decisions as a result 
of the tremendous postwar growth of pension 
funds, mutual funds, personal trusts, and the 
like. Last year financial institutions accounted for 
over half of all net purchases of common stock. 
Analysts may swing as much as $30 million into 
or out of a stock through recommendations to 
their firms’ individual and institutional accounts. 
Such men can truthfully be said to be among the 
most powerful men in Wall Street.* 


Ask a half-dozen analysts what their 
major dissatisfaction is with corporate re- 


1 Charles E. Silberman, ‘Wall Street’s Influential 
Analysts,” Fortune, January, 1957, p. 3, p. 127. 
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porting. Their answers will probably sup. 
port the contention that increased dis. 
closure and amplified description remain 
the most pressing problems of corporate 
reporting today. 

In a recent report the American Ae 
counting Association’s Committee on Con. 
Concepts and Standards presented an ex 
cellent, thorough discussion on standards 
of disclosure. The investor’s position was 
recognized when the Committee observed: 

The underlying determinant of adequacy of 
disclosure in published financial reports is their 
usefulness in making decisions, particularly with 
respect to investment problems. It is reasonable 
to assume that any recipient desirous of making 
effective use of a financial statement must be will- 
ing and competent to read it carefully and with 
discrimination. Such statements should, therefore, 
be prepared for use by interested ‘persons having 
a working knowledge of business methods and 
terminology. 

... the Committee has been concerned pri- 
marily with the use of financial statements (1) in 
the making of investment decisions, and (2) in 
the exercise of investor control over manage 
ment.? 


It is probable that the analyst would be 
better able to make intelligent decisions 
concerning securities if he should receive 
corporate information in bigger and better 
quantities and qualities. The factors which 
are fused into a single investment decision 
are many and varied. Even the person or 
the committee making the decision often 
cannot present a systematic explanation 
of why decisions are made one way or the 
other. Words and phrases such as “pro- 


gressive management,” the “best in- 


? Committee on Concepts and Standards, American 
Accounting Association, ‘Standards of Disclosure for 
Published Financial Reports,” THE AccounTING RE- 
VIEW, July, 1955, pp. 400-01. 
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dustries,’ and “blue chips,” are bandied 
about by professional investors without 
any common agreement as to the meaning 
of such terms. But even though invest- 
ment analysis is a highly inexact activity, 
it does not follow that it is a useless en- 
deavor. The techniques are essentially 
objective. Most people probably would 
agree that without the legion of security 
analysts the capital markets would be 
much less orderly and much less stable 
than they now are. As Jerome N. Frank, 
then Chairman of the Securities and Ex- 
change Commission, observed. 

It is a function of the financial statements also 
to supply basic material for an educated guess. 
Precisely because the unknowables are many, all 


the knowables should within reason be thoroughly 
explained and fairly and fully disclosed.* 


The following discussion is based upon a 
survey of the existing literature on invest- 
ment analysis, as well as scrutiny of 123 
written analytical reports and interviews 
with 51 analysts in trust departments of 
banks, investment counseling firms, un- 
derwriting houses, insurance companies, 
investment trusts, brokerage houses, and 
investment research firms in New York 
City and Chicago. 


Sources of Information 


There is widespread agreement among 
security analysts that the company an- 
nual report serves as the springboard for 
their review. Although the annual report 
is not always the most important source of 
information, in terms of universal usage it 
belongs in first place among the sources. 

Analysts also regard personal interviews 
and contacts with company officers as be- 
ing extremely valuable. Many investment 
organizations do a great deal of company 
visiting, while others tend to minimize this 
type of investigation. Those who favor 


Jerome N. Frank, “Accounting for Investors,” 
Journal of Accountancy, November, 1939, p. 302. 
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personal contacts seem to take the follow- 
ing attitude: 

“T trade in the securities of two small steel 
companies,’”’ says Henry Bruns, who is in charge 
ef Watson’s miniscule over-the-counter depart- 
ment, “‘and I go to their annual meetings every 
year, and when the meeting is over I go up to the 
president of the company, and I say, ‘How much 
money are you going to make this year?’ Now, 
the president of one company is a Scotchman; he 
scratches his head and says, ‘If all goes well, I 
suppose we’ll earn a nickel less than a million 
dollars.’ The president of the other company is an 
Irishman, and when I ask him the same question, 
he says, ‘Sure, and we'll make a million dollars 
anyway.’ At the end of the year, the Scotchman’s 
company shows a profit of a million and a half, 
and the Irishman’s company shows a profit of a 
half million. It happens all the time. You’ve got 
to know things like that.’ 


Other important sources include ex- 
changes of information among fellow 
analysts, prospectuses, statistical services, 
annual Form 10-K reports to the S.E.C., 
and subscriptions to the services of invest- 
ment research organizations that have the 
necessary contacts for obtaining the de- 
sired information. 


Advantages of Disclosure 


There are very positive reasons why 
ample disclosure—good financial public 
relations—is desirable. Institutional in- 
vestors are becoming a larger and larger 
segment of the stockholder group. Further- 
more, a great number of individual in- 
vestors depend, directly or indirectly, up- 
on professional security analysts for invest- 
ment advice. Thus the professional secur- 
ity analyst is worthy of managerial atten- 
tion. If analysts understand what is going 
on in a company, they are more likely to 
have a sympathetic view. 

Analysts’ recommendations influence 
decisions, and hence market prices. If 
analysts are kept well-informed, the fol- 
lowing is likely to occur: 

4 Martin Mayer, Wall Street: Men and Money (New 
York: Harper & Bros., 1955), p. 135. 
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1. Analysts generally will be more in- 
terested in firms that disclose as opposed 
to those which do not. 

2. Analysts’ favorable attitudes result 
in higher price-earnings ratios. 

3. Well-informed analysts are more 
prone to know what to expect in a com- 
pany’s performance. Such a situation 
militates against the wild price fluctua- 
tions which arise from startling company 
news (i.e., Lukens Steel 1957 first-quarter 
earnings). 

4. Over the long-run an individual com- 
pany’s stock price will be relatively higher. 
This tends to keep both the management 
and the stockholders contented. It also 
enhances the future marketability of a 
subsequent issue of the company shares. 

Additional reasons for ample disclosure 
were pointed out by Fortune: 

. .. Executives today are probably more inter- 
ested in the price of their company’s stock (and its 
repute among stockholders) than at any time 
since the 1920’s. This is due, in part, to the rise of 
executive stock-option plans, in part to the recent 
rash of proxy battles, which have made top execu- 
tives increasingly sensitive to stockholder opin- 
ion.5 

Many companies now court the analyst 
for the above reasons. There are long wait- 
ing-lists of company executives who are 
clamoring to speak at the daily luncheon 
meetings of the New York Society of 
Security Analysts. A glance through the 
issues of The Analysts Journal will reveal 
scores of company advertisements which 
convey current operating data. 

Public and private accountants who 
have influence with managers in many in- 
stances may find the above arguments for 
disclosure effective where other arguments 
fail (i.e., the traditional argument that 
stockholders are the owners and hence have 
a right to the information). 


Committee on Corporate Information 
The National Federation of Financial 


5 Silberman, op. cit., p. 127. 
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Analysts Societies is deeply interested 
in this problem of corporate information, 
In 1948 a Committee on Corporate Ip. 
formation was created by the Federation 
“to act as a focal point of contact between 
the corporation and the analyst in prob. 
lems arising in this field... .The Com. 
mittee will act as a clearinghouse for sug- 
gestions and complaints on deficiencies in 
reporting from all analysts and will bring 
these suggestions to the attention of cor- 
poration officials.” 

The growing consciousness of the bene- 
fits of disclosure on the part of many man- 
agers, especially those of the larger firms, 
may be one of the contributing factors 
toward greater disclosure in future years. 
But analysts complain that many man- 
agers still often balk at disclosing opera- 
ting details of their firm. Jeremy C. Jenks, 
former president of the National Federa- 
tion of Financial Analysts Societies, re- 
ferred to secretive firms as follows: 

... the investment adviser is likely to answer 
the inquiries of clients concerning a particular 
company: ‘It is reported to be a good company, 
but it is not easy to get up-to-date information on 
it. Therefore, it probably would be better for you 
to buy the security of another company instead 
which can be followed closely.’ ... Well-in- 
formed corporate executives recognize the im- 
portant fact that their company is competing 
every day with at least twenty-five hundred other 
prosperous well-managed companies in the United 
States for public attention and support. It, there- 
fore, behooves them to use modern businesslike 
methods in handling their relationships with the 
financial community.’ 


Managers have many explanations for 
withholding information. They want to 
keep details from competitors, anti- 
trusters, government agencies, employees, 
customers, stockholders. Their reasons 
are many and varied. They wish to pro- 
tect their “trade secrets.” They often fear 


* Committee on Corporate Information, “Initial 
Report,” The Analysts Journal, May, 1949, p. 141. 
Jeremy C. Jenks, “The Financial Community’s 
Role in Stockholder Relations,” The Analysts Journal, 
Dec. 1948, p. 37. 
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governmental probing. Operating details 
are guarded because of possible unfavor- 
able impacts upon labor, stockholder, and 
customer relations. A favorite reason is 
that it would not be proper to give in- 
formation to a select group of stockholders 
without releasing it generally. 
The Committee on Corporate Informa- 
tion has criticized management as follows: 
The efforts of the committee have not been 
without disappointments. Some managements 
have shown a marked disinterest in requests for 
additional information. It appears that company 
officials have a tendency to hide behind certain 
stock cliches when they are seeking excuses for 
not making available more information for stock- 
holders and financial analysts. Their excuses fol- 
low the same general form as follows: 
1. The release of such information would hurt 
their competitive position. 
2. Information requested is misleading. 
3. It would not be proper to give such infor- 
mation to a limited group of stockholders 
without releasing it to all stockholders. 


The committee feels that these excuses are 
usually invalid for most types of information, and 
it will continue to combat vigorously such objec- 
tions wherever they are pursued by corporation 
officials. 

Inside Information 

Some provocative issues arise when one 
considers, on the one hand, the courting 
of financial analysts by corporate execu- 
tives and, on the other hand, the conten- 
tion of some managers that information 
should not be given to a limited group of 
stockholders without releasing it to all 
stockholders. Now that presidents are 
appearing before security analysts’ lunch- 
eons and are inviting selected groups for 
plant visits, the question of “inside dope” 
becomes an important one that manage- 
ment must face. 

Many executives reveal the wanted de- 
tails personally to inquiring analysts but 
do not disclose them in published reports. 


* Committee on Corporate Information, “Second 
foal Report,” The Analysts Journal, May, 1950, p. 
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Moreover, executives will tend to favor 
some analysts over others.* That is, cer- 
tain analysts who have created good im- 
pressions (perhaps via favorable company 
write-ups) will get key information that 
other analysts will not be able to obtain. 
This discriminatory practice is not com- 
mendable. The “privileged few” attitude 
was one of the major criticisms of manage- 
ment in the 1920’s. Most analysts seem to 
favor the publishing of all details for all to 
use because of the inconvenience, expense 
and difficulty of obtaining this information 
in other ways. 

A recent editorial in the Wall Street 
Journal demonstrates the unsettled status 
of this important issue. The Journal asked: 


What is the propriety when an officer of a 
publicly owned corporation privately gives ad- 
vance information about his company to a small 
select group of people while that information is 
withheld from the public generally? 

The question is raised by a recent action of the 
Los Angeles Society of Security Analysts. ... 

The... Society .. . has barred reporters un- 
less they . . . agree not to publish whatever parts 
of the information are given to the Security 
Analysts ‘off the record’ or agree to withhold 
that information for several days. . . . 

Further, it is futile for a company executive 
to think he can get up before a private group of 
people whose business is securities and give 
them such information ‘off the record’ and not 
confer upon them that special advantage. 

So whatever the guise of a private party or a 
social club meeting, the company executive who 
participates in this sort of thing is creating a little 
coterie of the favored few who can make money 
out of the ignorance of the many.’® 


“Inside dope” will always be available 
to some people. Still, this inevitability 
does not mean that managers, and the 
accountants. who serve them, should do 

® This problem extends beyond disclosure to certain 
analysts. Labor columnist Victor Reisel, Milwaukee 


Sentinel, May 16, 1957, observes: “‘It is no secret in 
labor circles that many Teamster officials have been 


called in yo of new industrial 
projects in advance so 
of stock. One such security was 
up to 50,000 shares.” 

10 Editorial, “‘A Question of Ethics,” Wall Sireet 
Journal, October 11, 1956.. 
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nothing in a situation which needs atten- 
tion. 

It seems that the responsibility here 
should be upon the executive’s shoulders, 
not upon the favored few who seek the 
information. If the information is released 
to a few, then it should be released gener- 
ally. This is a practical standard that the 
American Accounting Association Com- 
mittee statement on standards of disclo- 
sure could well have emphasized, because 
it is an extremely important day-to-day 
ethical question. Currently, it is a stand- 
ard that is not being considered to any 
great extent, particularly by corporate 
officers who privately bestow selected data 
upon a “chosen few” analysts. 

There are at least two ways of looking at 
communications with stockholders. One 
viewpoint maintains that stockholders, as 
owners, should be spoon-fed any significant 
information that is divulged." The other 
viewpoint is that stockholders have an in- 
dividual obligation to read the financial 
press in order to keep up-to-date on com- 
pany developments. No matter what no- 
tion is accepted, it is evident that the 
financial press should not be muzzled be- 
cause of “off the cuff” disclosures. 


Trade Secrets 


What information is “confidential”? 
Through the years this term has tended to 
become narrower in scope as managers of 
many major firms have adopted more 
liberal attitudes. “Trade secrets” and 
“competitive reasons” are no longer felt 
to be the valid excuses which they were 
formerly. Most of the analysts inter- 


1 In commenting on the Wall Street Journal editor- 
ial, one letter to the editor suggested, “‘A system should 
be started that each company place in the mail the 
same day the speech is delivered, the text of informa- 
tion divulged, to every stockholder so he may be in- 
formed directly what the executive plans to discuss. 
... If the executive offers enough information to in- 
terest the analysts he probably is divulging information 
that should first go to his ultimate employers, his own 
company’s stockholders.” William I. Pentecost, Letter 
to the Editor, Wall Street Journal, October 21, 1956. 


viewed felt that competitors are closely 
acquainted with the what, how, and why 
of the operations of their rivals. Therefore, 
the analyst feels that stockholders should 
rightfully share information readily avail- 
able to other firms in the industry. F urther- 
more, the fact that so many companies 
(i.e., Monsanto, Eastman Kodak, Borden, 
Allied Stores) do publish important de- 
tails would seem to yield adequate reply 
to “‘secrecy” reasons. 

Realistically, there is much more ex- 
change of information among competi- 
tors than executives are willing to admit. 
For example, this writer heard the presi- 
dent of a large corporation make the fol- 
lowing remarks while speaking to a group 
of finance professors: ‘‘We swap research 
information, sales figures and other data 
with other firms, such as Union Carbide 
and du Pont, whenever we think it is 
advantageous to both companies.” 

The subcommittee on Annual Reports of 
Drug Companies of the Committee on Cor- 
porate Information had the following com- 
ments: ; 

Much more information could be published 
without fear of damage to competitive position. 
Each of the drug companies has a lot of know- 
ledge as to what its competitors are doing; there- 
fore, a more complete sales breakdown than is 
provided by the majority could be given to stock- 
holders. Information regarding manufacturing 
costs is more debatable, but here again competi- 
tors have a good general idea and it is probable 
that more information than is now being provided 
could be safely presented. The basis of this view 
is that where there is keen competition in a pro- 
duct, the competing companies watch each other 
very closely. There is much exchange of scientific 
information between the laboratories of the drug 
houses. The technicians attend conventions and 
meetings together and visit socially. In this regard 
they are very much like security analysts.” 


On the other hand, there are certainly in- 


2 Subcommittee on Annual Reports of Drug Com- 
panies, Committee on Corporate Information, “‘Sug- 
gestions for the Improvement of Drug Company An- 
_ Reports,” mimeographed report, June 8, 1954, p. 
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stances where the interests of the stock- 
holders might best be served by with- 
holding financial information. It seems rea- 
sonable to assume that most stockholders 
feel that corporate executives’ first re- 
sponsibility is to maximize profits (and 
thus increase dividends and enhance the 
market value of the company stock). If 
discosure of information will clearly deter 
the firm from this objective, it would seem 
that witholding is justified. However, when 
trade secrets are no longer really secrets, 
the information should be revealed. The 
stockholder is entitled to know what is go- 
ing on. The history of Talon, Inc. is an ex- 
ample in this regard: 

Prior to 1944, Talon had never published a re- 
port of any kind. However, there was a reason for 
not publishing information. Talon was the first 
in its field... . It developed the zipper and the 
means for making it, then developed the markets. 
It had a very lucrative business and consequently 
was not interested in openly inviting competition. 
Had we published financial information in the 
1930’s, we would have invited competition to 
come in earlier than it aotually did, which would 
have seriously impaired the growth of our com- 
pany. Fortunately, too, the number of stockhold- 
ers was not large. 

By 1944, this picture had changed. The zipper 
was no longer a novelty item; it was an accepted 
commodity. Competition was an important factor 
in the various markets. The holdings of some of 
the larger stockholders, either because of death 
or other reasons, had been reduced and the num- 
ber of stockholders more than tripled. In 1944 
the management recognized its responsibility to 
keep its growing number of stockholders informed 
and commenced the publication of an annual re- 
port.3 


Accountant’s Role 


In perspective, if accounting can serve 
investors better, and still serve manage- 
ment, government, and other interested 
parties just as well, then accounting is 
evolving in a desirable manner. Greater 
disclosure can be one of the contributing 


% J. E. Turner, “A Treasurer Looks at His Own 
on Report,” Journal of Accountancy Aug. 1951, 
p. 225. 


factors toward the improvement of the 
analyst’s tools. 

The substance of the annual report is the 
responsibility of management. Managers 
and boards of directors must become more 
acutely aware of their obligations in this 
area. What can accountants do to help? 
The answer is probably twofold. 

First, the public accountant should use 
his influence. One way of viewing the 
accountant’s opportunity is as follows: 

It is impossible now to escape the social im- 
plications of large-scale business enterprise. Its 
affairs are matters of public, as well as private 
concern. Public accounting must, therefore, as- 
sume a full responsibility for the preparation of 
sound and informative reports on the operations 
of business, or await the time when the alterna- 
tive of rigid governmental control of such matters 
will become an established fact. 


Public accountants are faced with diffi- 
cult decisions in these matters. Specific 
areas of difficulty are pointed out in the 
second part of this study. But if public 
accountants remember that stockholders, 
as owners, deserve adequate information 
and that the companies themselves may 
easily benefit from greater disclosure, 
auditors will have some compelling basis 
for determining their own courses of ac- 
tion. The public accountant, at least to 
some degree, can use his persuasive powers 
plus the weapon of the qualified or with- 
held certificate in order to stir management 
toward further disclosure. More frequent 
examinations of conscience on the part of 
public accountants with respect to this 
problem may be in order. 

Second, the chief accounting officer 
(usually the controller) of the firm should 
also use his influence to improve disclosure. 
If the controller has sufficient responsibil- 
ity and independence, he should be able to 
sway management into approval of more 
complete published reports. 


4 Roy A. Foulke, Practical Financial Statement 


Analysis, (New York: McGraw-Hill Co., 1950), p. 605. 
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Summary and Conclusion 


Analysts are major consumers of finan- 
cial information. As investors or advisers 
to investors, they are entitled to adequate 
disclosure of corporate information in 
order that they might be better able to 
make intelligent decisions. 

Time-worn reasons for withholding fi- 
nancial information generally are no longer 
compelling. Because most of the data can 
eventually be obtained anyway, more com- 
prehensive disclosure is warranted in pub- 
lished reports. In this way all investors 
will rank abreast as far as availability of 
significant financial information is con- 
cerned. Skilled analysts are annoyed by 
the delay and extra effort required in 
order to get significant figures which most 
often can be obtained through less con- 
venient, time-consuming, and expensive 
sources. 

More thought should be given to the 
undesirable practice of releasing corporate 
information to a favored few. Admittedly, 
“fnside information” will always be avail- 
able to some people. But this inevitability 
does not mean that the situation should 
be ignored when considering standards of 
disclosure. 

Public accountants and controllers have 
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an obligation to do all that is within reg. 
son to persuade management to report 
more fully about the operations of the firm, 
These efforts probably would be more effec. 
tive if accountants emphasized the posi- 
tive advantages of disclosure upon the 
attitudes of the financial analysts who in- 
fluence the market price of the company 
shares. In addition, Graham and Dodd’s 
observations assist in keeping perspective: 

It must never be forgotten that a stockholder 
is an owner of the business and an employer of its 
officers. He is entitled not only to ask legitimate 
questions but also to have them answered, unless 
there is some persuasive reason to the contrary, 

Insufficient attention has been paid to this all- 
important point. ... 

This is particularly true when the information 
asked for is not more than that which is regularly 
published by other companies in the same field.¥ 


For the most part analysts are very 
intelligent and sensible people. They know 
their business and they know what they 
need. It is doubtful that companies are 
justified in withholding or adjusting cer- 
tain types of information sought by the 
analyst because the company representa- 
tives feel that disclosure would be mis- 
leading or subject to misinterpretation. 


4 Graham and Dodd, Security Analysis (3rd ed.; 
New York: McGraw-Hill Book Co., Inc., 1951), p. 67. 
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SUCCESS ON THE CPA EXAMINATION—PRODUCT 
OF CLASSROOM OR PRACTICE? 


Harry Simmons 
Associate Professor, University of California, Los Angeles 


certification is advised to sit for the 

examination for Certified Public 
Accountant “‘just as soon as he is prepared 
for it.’ But when the candidate seeks to 
determine the nature and extent of the 
academic training and the amount of prac- 
tical experience that he should have to 
meet the challenge offered by the examina- 
tion, he is likely to encounter widely 
differing opinions. 

In raising the question of academic back- 
ground the candidate will find general 
agreement on the desirability of a full 
academic course leading to a college de- 
gree. However, he will encounter conflict- 
ing views with respect to the nature and 
the extent of the college work to be under- 
taken. Some will advise him to secure as 
much training in accounting, auditing, and 
tax studies as he can, with non-accounting 
courses regarded as only of secondary im- 
portance. Others will assure him that his 
objectives both for success on the examina- 
tion and service in the profession will best 
be met by a program that emphasizes the 
liberal arts and business management 
studies with a hard accounting core 
developed within such a framework. A 
number of persons will recommend a five- 
year college program that will offer a full 
liberal arts-business management founda- 
tion together with a comprehensive ac- 
counting study. 

Possessing a satisfactory academic back- 
ground but lacking the opportunity to 
apply such theoretical background to the 
problems encountered in practice, is the 
candidate ready to sit for the examination? 
There are some who will answer this ques- 


T= person who seeks to achieve 


tion in the negative. These persons will 
contend that the first years of practice are 
in effect a continuation and fulfillment of 
the learning process. They will maintain 
that only such experience can offer the 
candidate a real “feel” of accounting and 
an accounting maturity sufficient to prom- 
ise success on the examination. And 
there will be others who, while not denying 
the advantages to be gained from a period 
in practice, will advise the candidate to sit 
for the examination immediately upon the 
completion of his academic program. 
This group will contend that the candidate 
will never again be as well prepared to 
display a freshly acquired theoretical 
background, to solve abstract problems, 
and to apply those skills and techniques 
that are required in writing an examina- 
tion. 

Some light on the questions that are 
raised relative to academic and experience 
background is afforded by a study of the 
performance on the CPA examination over 
a seven-year period by students of the 
School of Business Administration at the 
University of California at Los Angeles. 
The study covers those students who sat 
for the CPA examination immediately 
after completing a four-year academic 
program that included courses in a “field of 
concentration” directed to professional 
public accounting. Data relative to the 
academic and experience history of the 
students embraced in this study follow. 


ACADEMIC BACKGROUND 
The central objective of the School of 
Business Administration at the University 
of California at Los Angeles is to provide 
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professional education for careers of ad- 
ministrative responsibility or as staff 
specialists in business enterprises. To 
achieve this objective, the curricula of the 
school are designed “to provide a broad 
and well-integrated study of business 
management with emphasis on the more 
difficult intellectual problems met by 
administrators who make policy.” The 
curricula are not intended to produce a 
highly specialized proficiency in technical 
business tasks. 

Students are admitted to the School of 
Business Administration only after the 
completion of an organized two-year lower 
division college program that includes 
courses in English composition, mathe- 
matics, foreign language, economics, and 
first-year accounting. Allstudentsadmitted 
to the School and seeking to achieve the 
Bachelor of Science degree must complete 
the following “basic” courses: theory of 
business, business fluctuations and fore- 
casting, business law, business statistics, 
intermediate accounting, money and bank- 
ing, production management, personnel 
management, marketing, and organiza- 
tion and management theory. The business 
student, in addition to meeting the basic 
course requirements, chooses one major 
field of business administration for special- 
ization. Students choosing accounting as 
their field of specialization and aspiring to 
professional accounting and the CPA 
certificate are encouraged to take all of the 
remaining undergraduate accounting offer- 
ings, as follows: 


Second semester, junior year: 
Advanced Accounting (3 semester-hours) 
Cost Accounting (3 semester-hours) 
First semester, sentor year: 
Auditing (3 semester-hours) 
Federal Tax Accounting (3 semester-hours) 
Second semester, senior year: 
Municipal and Governmental Accounting (3 se- 
mester-hours) 
Advanced Accounting Problems (5 semester- 
hours) 


One hundred and twenty-eight semester- 
hours of college work are required for 
graduation. Accounting studies for the 


student fulfilling the professional account. 
ing program total twenty-nine semester. 
hours (nine semester-hours required of all 
business students and twenty semester- 
hours as listed above), or somewhat less 
than 25 per cent of the total work under. 
taken. 

Examination results that are presented 
here were made by students in the profes- 
sional accounting program who had en- 
rolled in the Advanced Accounting Prob- 
lems course in the spring semesters 
(February-June) in the years 1950 to 1956 
inclusive, and who were sitting in May of 
each of these years for all four parts of the 
Uniform CPA Examination. Students 
were sitting for the examination for the 
first time; examination dates in May 
preceded by two to three weeks the time 
when the students would be taking their 
course finals. Enrollments in the Advanced 
Accounting Problems course in the 1950- 
1956 period ranged from 36 to 52, witha 
total enrollment for the seven-year period 
of 290. Of the 290 student total, 253 sat for 
the May examinations. Those who did not 
sit (37 or 13 per cent of the total) were 
persons who could not meet certain legal 
requirements for taking the examination 
as to age, citizenship, and residence, or 
persons who felt the need for additional 
study. The scholastic records of the latter 
group were approximately equally divided 
between the upper half and the lower half 
of the entire group. 


EXPERIENCE BACKGROUND 


Few of those sitting for the examination 
could claim any experience in public ac- 
counting. Most of the students were in 
their early twenties, and their work his- 
tories reflected part-time and summer- 
work assignments such as might be found 
for any segment of the university student 
population. Some of the students had 
worked part-time for public accountants, 
others had engaged in certain part-time 
bookkeeping assignments, while a few of the 
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students, having returned to college after 
a period in the armed forces, had experi- 
enced certain record-keeping and account- 
ing assignments in the services. Most of 
the students had never seen an actual 
set of accounting books and records. 


OVER-ALL EXAMINATION RESULTS 


Results for the 253 students sitting for 
the examination in terms of the number of 
parts of the examination passed show 
that one person out of every six succeeded 
in passing all four parts of the examina- 
iion. Somewhat over 20 per cent of the 
candidates passed three parts of the 
examination, while 15 per cent managed 
to pass two parts. In California a candi- 
date passing any two or more parts of the 
examination receives credit for the parts 
passed provided his work on all of the 
parts meets certain minimum standards 
and providing he is successful in passing 
remaining parts of the examination within 
a limited period. More than half of the 
candidates succeeded in passing two or 
more parts and achieved conditional 
credit. Results for those sitting for the 
examination in terms of the number of 
parts passed are listed below. 

No. of 


Candidat Percentage 
Passing all four parts 42 17 
Passing three parts 54 21 
Passing two parts 39 15 
Passing one part 50 20 
Passing none 68 27 
253 100 


The foregoing data are summarized to 
show those passing two or more parts of 
the examination in the tabulation that 
follows. 


No. of 


Candidates Percentage 
Passing two or more 
parts 135 53 
Failing to qualify in at 
least two parts 118 47 
253 100 


CPA Examination 


607 


RESULTS ON SPECIFIC PARTS OF THE 
EXAMINATION 


An analysis of the performance on the 
specific parts of the examination shows 
that the candidates were most successful 
in passing the commercial law section 
while they were least successful in passing 
the auditing section. Approximately three 
out of five passed Commerical Law. The 
next best record was achieved on the 
theory of accounts section, with slightly 
more than half of the candidates passing 
this part. Somewhat less than half of the 
candidates obtained a passing score on the 
accounting practice section. Auditing 
trailed with only one out of four achieving 
success of this part. Results in terms of the 
specific parts of tne examination are listed 
below. 

No. of 


Candidates Percentage 
Commercial Law 
Passing 150 59 
Failing 103 41 
253 100 
Theory of Accounts 
Passing 132 52 
Failing 121 48 
253 100 
Accounting Practice 
Passing 114 45 
Failing 139 55 
253 100 
= 
Auditing 
Passing 62 25 
Failing 191 75 
253 100 


ACADEMIC PERFORMANCE AND OVER-ALL 
EXAMINATION RESULTS 


Certain factors of interest and signifi- 
cance emerge from comparisons of student 
performance in the accounting classroom 
and achievement on the examination. 
The academic records for students in the 
Advanced Accounting Problems sections 
were used for purposes of the comparisons. 
It should be observed that Advanced 
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Accounting Problems, which students 
had completed except for the final exami- 
nation at the time that they sat for the 
CPA examination, is the final course in the 
undergraduate accounting offering and is a 
five semester-hour study. The course offers 
a review of contemporary accounting 
theory with emphasis upon the pronounce- 
ments of the American Institute of Certi- 
fied Public Accountants and the American 
Accounting Association. During the course 
of study the student works some fifty to 
sixty problems taken from the accounting 
practice parts of past CPA examinations. 
The course aims to provide students with 
a full appreciation of the framework of 
contemporary theory and the ability to 
solve practical problems within this frame- 
work. While reference is frequently made 
to the CPA examination—its nature, 
scope, useful techniques for its passage, 
etc.—the course objective is clearly defined 
as achieving a high maturity in the theory 
and practice of accounting. Ultimate 
success on the CPA examination is viewed 
as no more than a by-product of such a 
maturity. The records made by students 
in the Advanced Accounting Problems 
course would suggest the students’ com- 
prehension of basic theory and their abil- 
ity to apply such theory to accounting 
problems, and can be viewed as fair in- 
dexes of the students’ over-all academic 
achievement in accounting. 

Records for candidates as students in 
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classified in four groupings ranging from 
highest to lowest academic performance. 
Results in terms of the number of parts 
passed on the examination for candidates 
classified on the basis of their academic 
performance are shown in the table below, 

The foregoing summary suggests a very 
close relationship between performance in 
the classroom and achievement on the 
examination. More than forty per cent of 
those in the first academic quartile 
achieved success on all four parts of the 
examination, with the success-percentage 
decreasing with each succeeding quartile. 
The close relationship between academic 
and examination performance is even more 
clearly brought forth when results are 
summarized in terms of passage of two or 
more parts. A summary of student success 
on two or more parts of the examination 


appears below. 


Failing to 
Passing Two 
. No. o or More Qualify in 
Academic Candi Parts at Least 
Performance. Two Paris 
Percent- Percent- 
No. No. “age 
First le 63 5486 9 14 
Second Quartile 63 26 41 
Third Quartile 63 3048 
Fourth Quartile 64 14 22 50 
253 135 53 118 8647 


ACADEMIC PERFORMANCE AND RESULTS 
ON SPECIFIC PARTS OF THE EXAMINATION 


the Advanced Accounting Problems Results in terms of the specific parts of 
courses were analyzed and candidates were the examination for candidates classified 
Passing Passing Passing Passi: Passing 
: No. of 4 Paris 3 Parts 2 Parts 1 Part None 
Academic 
Performance = Per Per Per Per Per 
No. Cent No. Cent No. Cent No. Cent No. Cent 
Quartile 63 27 43 15 24 12 19 5 8 i 6 
Second Quartile 63 10 16 20 32 7 11 it 22 12 19 
Third Quartile 63 3 5 16 25 il 18 17 27 16 25 
Fourth Quartile OF 2 3 3 5 9 14 14 22 36 56 
253 42 17 54 21 39 15 50 20 68 27 
——— 
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on the basis of their academic performance 
are shown in the tabulations that follow. 


Commercial Law 

j No Passing Failing 
Performance “Gores No. Percent- No Percent- 

age age 

First i 63 54 86 9 14 

ae 63 43 68 20 32 

Third Quartile 63 33 52 30 48 

Fourth Quartile 20 31 44 os) 

253 150 59 103 41 

Theory of Accounts 

0. of Passing Failing 

Performance se N Percent- No. Percent- 


Third Quartile 63 32 Si 31 49 
Fourth Quartile 64 15 24 49 


253 132 


Accounting Practice 
: No. of Passing Failing 
erformance ercent- ercent- 
dates ge No. age 


First Quartile 63 47 +75 
Second Quartile 63 35 56 28 «4 
Third Quartile 63 24 39s 63 
Fourth Quartile 64 56 

55 


First Quartile 63 33. 52 30 
Second Quartile 63 50 
Third Quartile 63 10 53 
Fourth Quartile 64 6 9 58 


253 62 25 191 75 

In analyzing the results listed, one finds 
that the percentage of success drops with 
each lower quartile on each part of the 
examination: students in the first academic 
quartile achieved the highest percentage of 
passes on each of the four parts of the 
examination, those in the second quartile 
achieved the second highest pass ratings 


on each part, those in the third quartile 
achieved a less satisfactory rating on 
each part, and those in the fourth quartile 
obtained the lowest pass ratings on each 
part. The relationship between academic 
performance and examination results for 
the examination taken as a whole is pre- 
served in the results for each examination 
part. 
It was previously noted that the candi- 
dates as a whole made their best record in 
Commercial Law with successively lower 
pass records in Theory of Accounts, 
Accounting Practice, and Auditing. This 
relationship is preserved within each 
academic quartile. Pass records for candi- 
dates in the first quartile ranged from 86 
per cent in Commercial Law to 52 per cent 
in Auditing. Pass records for those in the 
second quartile ranged from 68 per cent in 
Commercial Law to 21 per cent in Audit- 
ing. Success for persons in the third quar- 
tile ranged from 52 per cent in Commercial 
Law to 16 per cent in Auditing, while 
pass records for those in the lowest 
academic quartile ranged from 31 per cent 
in Commercial Law to 9 per cent in Audit- 
ing. 
Mention should be made of certain other 
interesting factors concerning the rela- 
tive difficulty of the individual parts of the 
examination for the different academic 
groups. Apparently Commercial Law of- 
fered little challenge to candidates in the 
first academic quartile, who managed to 
achieve an 86 per cent pass record in this 
section. Those in the second quartile also 
established a creditable record on this part 
with a 68 per cent pass record, and more 
than half of the candidates in the third 
quartile—students with a below-average 
classroom record—passed this part. Only 
persons in the lowest quartile experienced 
real difficulty with Commercial Law, 
the pass record for this group being 
limited to 31 per cent. 

The theory. of accounts section was 
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handled successfully by three out of four 
persons in the first academic quartile. Close 
to 60 per cent of those in the second quar- 
tile and approximately half of those in the 
third quartile achieved success on this 
part. However, theory was passed by only 
24 per cent of those in the fourth quartile. 

The accounting practice part of the 
examination proved no more of an obstacle 
than the theory part for those in the first 
and second academic quartiles whose pass 
records were 75 per cent and 56 per cent 
respectively. Persons in the third and 
fourth quartiles, however, were not as 
successful on Practice as they had been on 
Theory. Persons in the third quartile could 
achieve only a 37 per cent pass record and 
success for those in the fourth quartile was 
limited to 13 per cent. 

Auditing, offering the most serious 
challenge, was handled successfully by 
slightly more than 50 per cent of those in 
the first quartile. However, pass records 
for those in the second and third quartiles 
were limited to 21 per cent and 16 per 
cent respectively, and success for persons 
in the fourth quartile reached only 9 per 
cent. 


CONCLUSIONS 


On the basis of his experience with 
students in the accounting program at the 
University of California at Los Angeles 
and in the light of the evidence presented 
by this study, the writer would offer the 
following opinions relative to classroom 
and practice as factors in passing the CPA 
examination. 


Success on the examination when background 
is limited to a four-year college program 


Those persons with high accounting apti- 
tude who achieve a superior accounting 
record in a four-year college program com- 
posed of liberal arts, business, and account- 
ing studies similar to that described, can 
look forward to high achievement on the 
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CPA examination taken immediately upon 
the completion of academic studies. The 
part of the examination on which the per. 
sons in this group are likely to have great. 
est difficulty is Auditing. When candidates 
fail Auditing but receive conditional credit 
for remaining parts passed, a satisfactory 
academic background supplemented by 
some further auditing study and auditing 
experience in the field usually insures the 
fulfillment of examination requirements 
within a relatively short time. 

Those persons who do not manage to 
achieve a distinguished record in their 
academic program but who, nevertheless, 
display an aptitude for accounting and 
meet the classroom challenge adequately 
have a 50-50 chance of success on the 
accounting theory and accounting prac- 
tice parts of the examination. With an 
auditing study limited to a single three 
semester-hours course, passage of the 
auditing section of the examination by 
persons in this group is unlikely. A good 
record on the business law section of the 
examination is probable for those who 
have managed to do well in this particular 
study and who find the time for intensive 
review of this area just before the examina- 
tion. Persons in this group who receive only 
conditional credit on their first examina- 
tion attempt can normally fulfill examina- 
tion requirements within a relatively short 
period by acquiring practical experience in 
the field and supplementing such expen- 
ence by intensive study to meet def- 
ciencies. 

Those persons who encounter real dif- 
ficulty in their accounting studies and 
emerge with a record in accounting that is 
significantly below average have little 
promise of success in taking the examina- 
tion immediately upon the completion of 
their academic program. While a number 
of persons in this group may pass Busi- 
ness Law, few will manage to pass any of 
the other sections of the examination. 
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Where conditional credit is offered upon 
the passage of two or more parts, relatively 
few—perhaps one person in four—will 
achieve such conditional credit. There are 
some in this group who might well be ad- 
yised to settle for a career other than public 
accountancy in view of their failure to meet 
the academic challenges representing the 
first steps towards the profession. 

It should be emphasized that the fore- 
going conclusions stem from experience 
with a four-year academic program in 
which accounting studies begin in the 
sophomore year and in which all of the ac- 
counting courses add up to less than 25 
per cent of total work undertaken. Fur- 
thermore, the accounting study is viewed 
asno more than one part of an educational 
program that seeks to provide: (1) a 
broad liberal arts education, (2) a mastery 
of the tools of management, (3) an intro- 
duction to the principal functional fields of 
management, and (4) a chosen field of 
specialization. 

There can be little doubt that the per- 
centage of pas:~s on each section of the 
examination could be raised with an ex- 
pansion of the accounting offering beyond 
the 29 semester-hours total. Additional 
courses devoted to auditing and taxation 
that go beyond the present three semester- 
hours studies, to an introduction to ac- 
counting systems, and to further explora- 
tions in accounting theory, would, with- 
out question, contribute to better exami- 
nation papers. It is reasonable to assume 
that with additional accounting studies 
the top students would be able to remedy 
their present auditing deficiency and raise 
their performance in other areas to a level 
that would almost assure passage of the 
examination, while middle-bracket stu- 
dents would achieve a significantly higher 
percentage of passes on every part of the 
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examination. If the accounting program is 
to be expanded within the limitations set 
by a four-year college course, however, one 
must be prepared to make significant 
sacrifices in the cultural and business man- 
agement framework presently afforded. 


Success on the examination in the absence of 
public accounting experience 

There is good reason to doubt whether 
candidates should be encouraged to post- 
pone the CPA examination until they have 
had a significant amount of public ac- 
counting experience. There is little ques- 
tion that experience can contribute to 
success on the examination. However, the 
examination is primarily concerned with — 
accounting aptitude and the products of 
the classroom. The candidate who post- 
pones the examination faces the problem 
of holding fast to that accounting knowl- 
edge acquired in the classroom during the 
period that he is achieving experience in 
the field. Some individuals will be able 
to carry a full work schedule while at the 
same time engaging in a study program 
that provides for the review of classroom 
materials and for an extension of ac- 
counting knowledge. These persons will 
be better prepared than ever before and 
examination results will reflect both an 
academic and experience background. 
Most individuals, however, in assuming 
a full-time work responsibility will be un- 
able to engage in a study program that 
will secure and extend their academic 
background. Persons in this group will 
bring to the examination the products of 
accounting experience, but such advan- 
tage will be outweighed by their inability 
to demonstrate a fresh academic back- 
ground and competence so vital to success 
on the examination. 
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INCOME DETERMINATION AND THE 
NON-PROFIT INSTITUTION 


L. PYE 
Assistant Professor, University of Florida 


dicated an apparent difference be- 

tween concepts of fund accounting 
purposes and practices and earlier ideas of 
income determination. A fund has been 
described as 


. .. a sum of money or other resources set aside 
for the purpose of carrying on specific activities 
or attaining certain objectives in accordance with 
special regulations, restriction, or limitations and 
constituting an independent fiscal and accounting 
entity. 


G tiers observations of late have in- 


In the typical application of the fund 
structure, the specific activities are not di- 
rected towards the objective of maximiz- 
ing profits, and the accounting entity (the 
fund) is not necessarily the legal or eco- 
nomic unit. In contrast, various writers on 
fund accounting practices for hospitals? 
have recommended the preparation of an 
“Tncome and Expense Statement,” an ap- 
parent matching of costs and revenues 
with the consequent identification of the 
residual as “Net Income.” This attempt is 
evidenced by Illustration One. The pur- 
pose of this paper is one of exploring a 
basic question arising from these differ- 
ences—‘“What is the purpose of determin- 
ing income for the non-profit institution?” 


CONCEPTS OF REVENUE 


The American Accounting Association 
in its statement of Accounting Concepts and 
Standards Underlying Corporate Financial 
Statements presented the following: 


1 The National Committee on Municipal Account- 
ing, Municipal Accounting Statements, Bulletin Num- 
ber Twleve, June 1941, p. 1. 

Irving Tenner, Municipal and Governmental Ac- 
counting, Third Edition. R. M. Mikesell, Governmenial 
Accounting, Revised Edition. American Hospital Asso- 
ciation, Bookkeeping Procedures and Business Prac- 
tices for Small Hospitals, Chicago, 1956. 


Revenue is a generic term for (a) the amount of 
assets received or liabilities liquidated in the sale 
of products or services of an enterprise, (b) the 
gain from sales or exchanges of assets other than 
stock in trade, and (c) the gain from advants- 
geous settlement of liabilities. Revenue does not 
arise from a gift.* 

Paton and Littleton expressed their con- 
cept of revenue as follows: 

Revenue is the product of the enterprise, meas- 
ured by the amount of new assets received from 
customers; income emerges when the assets which 


express revenue exceed the total of assignable 
costs.‘ 


It may be that the older term, “Income” 
or “Gross Income’’ is more appropriate to 
express the meaning than is the term 
“Revenue.” Accounting Research Bulletin 
Number Nine of the American Institute of 
Accountants expresses the following: 

Income: The gain derived from capital, from 
labor, or from both combined, provided it be un- 


derstood to include profit gained through a sale 
or conversion of capital assets.* 


This of course is the classic legal concept 
expressed in the Eisner vs. Macomber 
case. Whether legal concepts are appropri- 
ate for accounting purposes is debatable, 
but such a debate would be a digression 
from the basic purpose of this paper. The 
National Committee on Municipal Ac- 
counting presented the following as a con- 
cept of revenue: 

If the accounts are kept on an accrual basis, this 


term designates additions to assets which do not 
increase any liability, nor represent the recovery 


* AccountTiING Review, October, 1948, p. 341. 

« W. A. Paton and A. C. Littleton, An Introduction 
to Corporate Accounting Standards, American Account- 
ing Association, 1940, p. 46. s 

5 Report of Committee on Terminology, Accounting 
Research Bulletin Number Nine, American Institute of 
Accountants, May 1941, p. 84. 
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Income Determination and the Non-Profit Institution 6138 
ILLUSTRATION ONE 
A Hospital 
General Fund 
Income and Expense Statement 
Sor Fiscal Year 
ting Revenues: 
ount of 
the sale Less Deductions from Revenue 
vanta- 
Operating Expenses: 
ignable 
N ting Income and Expense 
come 
term Contributions: 
|, from Source: Irving Tenner, op. cit., p. 327. 
be un- 
a sale of an expenditure, and the cancellation of liabili- Viewed from the standpoint of fund theory and 


ties without a corresponding increase in other li- 
abilities or a decrease in assets. The same defini- 
tion applies in its entirety to those cases where 
the accounts are kept on a cash basis except that 


the attendant service concepts, the question of 
whether gifts, donations, bequests, or discoveries 
give rise to revenue can be approached with the 
same tools. A completely unrestricted gift or be- 


ropri- the additions must be to cash only.® quest which meets the test for added service po- 
tentials in the fund t be tded s 
table, | Finally, Vatter expressed a concept of 
ession revenue as follows: To summarize the contrast in these con- 
The loffer atleast of revenue, Illustration Two may be 
1 Ac- reasonable grounds for judging the transactions; useful. Asset inflows arising from various 


(1) if there are new assets actually added to the 
fund and (2) there are no specific restrictions 
(apart from those which indicate the nature of 


transactions are listed on the left while the 
notations under the captions at right in- 
dicate whether such would be recognized 


is, this the fund) applicable to these new assets, the pro- 
a ceeds of such an exchange are revenue.’ as revenue by accountants. 
” On a previous page, he offered the follow- COSTS AND EXPENSES 
destin ing: Vatter developed a “service potential” 
_ concept of assets and turned his concept 
ounting | oy Anna Committee on Municipal Accounting, of expense on the release of such “service 
— * William J. Vatter, The Fund Theory of Accounting potentials.” 

ond Its Implications Financial Reports, University 

of Chicago, 1946, p. 27. ® Ibid., p. 26. 
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Illustration Two 


Comparison of Revenue Factors of 
the Profit and Non-Profit Institution 


Commercial Non-profit 
Asset Inflows Firm Institution 
Sales of products or services. x x 
Rent of land, buildings, or 
x x! 
Gain from sale of investments x x? 
Issuance of long term obliga- 
Gifts, bequests, donations x 
Gain on sale of fixed assets x 
Proceeds from sale of fixed 
Inter-fund transfers......... x? 


1 If the interest is derived from investments of Plant 
Fund, it would not be recognized as revenue of the Cur- 
rent Fund. If it were derived from investments of an 
endowment fund, it might be. This would depend upon 
the terms of the endowment. 

2 If such investments were listed as resources of the 
Current Fund, an unlikely prospect, the gain would be 
included. If such securities were resources of an endow- 
ment fund, no revenue would be disclosed. 

3 There is an assumption here that the transfer is not 
associated with the payment of an obligation, nor an ad- 
vance to be repaid at a later date. 


Services are put into a fund for a specific purpose, 
not to remain there undisturbed for an indefinite 
period, but to be directed at the objectives speci- 
fied in the purpose of the fund. The operations of 
the fund—regardless of what the purpose of such 
operations may be—involves the conversion and 
ultimate release of the impounded services 
through certain channels; expense is simply the 
draining off or the release of converted services 
into those channels during some period of time.® 


The American Accounting Association 
was not too helpful in that its concept does 
not seem to be rigid. Apparently any de- 
duction from revenue is acceptable as an 
expense as long asit is related to asset cost, 
for as stated: 

Expense is the cost of assets or portions thereof 
deducted from revenue in the measurement of 
income. These deductions arise through a current 


expenditure of cash, a total or partial expiration 
of asset cost, or the incurrence of a liability.° 


One might conclude that if income is not 
subject to measurement, then expenses 
must not arise. Again, it is not the purpose 
to attempt to formulate precise concepts 
of these terms, rather, to point out differ- 


Ibid., p. 22. 
American Accounting Association, op. cit., p. 341. 
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ences as these concepts are applied to com- 
piling financial data for the profit moti- 
vated or non-profit institution. The Na. 
tional Committee was even less helpful 
with its definition. 

Charges incurred, whether paid or unpaid, for 
operations, maintenance, and interest, and other 


charges which are presumed to benefit the current 
fiscal{period.” 


The term “charge” is frequently used to 
imply a debit entry, i.e., when a customer 
purchases merchandise on account, his ac- 
count is charged for the amount of the 
sale. If taxes are levied against a taxpayer, 
his account is charged for the amount of 
the levy. Even this is more helpful than 
the thought however, that an amount 
should be included because it is a “real” 
cost, as indicated in the following: 
Provision for depreciation should be debited to 
this account. Depreciation in the value of build- 
ings and equipment represents a real cost of hos- 
pital service, even though such assets may have 
been contributed originally and even though no 


cash or other funds are set aside to replace such 
assets.” 


The controversy as to whether deprecia- 
tion should, or should not, be included 
cannot be settled by the assertion that it 
is a real cost; it may be settled by an in- 
quiry into the nature of costs that should 
be measured by accountants for various 
purposes. If “net income” should be meas- 
ured for the non-profit institution as well 
as for the commercial firm, then much 
greater changes in operating statements 
than the inclusion of depreciation are 
needed. 

If a “knowledge of the origin and expira- 
tion of the economic resources”’ of an en- 
tity is useful to those interested in the fi- 
nancial affairs of an institution, then it 
must be recognized that an expenditure of 
funds for fixed assets constitutes an expira- 
tion of the resources of the Current Fund. 


1! National Committee on Municipal Accounting, 
op. cit., p. 166. 
12 American Hospital Association, oP. cit., p. 36. 
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It is true that fixed assets have a limited 
usefulness, but the expiration of these as- 
sets constitutes information relevant to 
the Plant Fund entity. To list depreciation 
as an expired cost and to omit expenditures 
for fixed assets may be relevant to the pur- 
pose of income determination of the eco- 
nomic unit, the hospital, but to identify 
the residual as the net income of the Cur- 
rent Fund is grossly misleading. 

If net income is to be measured, are ac- 
countants in a tenable position with such 
wide divergencies in meaning as to “rev- 
enue” and “expense”? Would it be proper 
to state that the Results of Operations 
were fairly presented, if gifts and donations 
were a part of the calculation? Can ac- 
countants maintain the resulting position 
that accounting principles vary according 
to the type of institution or firm? If net 
income is to be measured, should income 
from endowment and plant fund invest- 
ments be included? Are not these a part of 
institutional income even though restric- 
tions surround their use? Commercial 
firms sometimes are required to establish 
sinking funds with specific restrictions 
placed on the use of interest earned on in- 
vestments, but accountants have long 
since considered such interest to be a part 
of the income of the firm. Employment of 
terms to mean many things, and computa- 
tions of residuals identified as “net in- 
come” but meaning only what the par- 
ticular accountant wishes such to mean, 
gives one a strange feeling of being Alice- 
in-Wonderland. 

If an element of net income is to be 
recognized for non-profit institutions, the 
suggestion that such institutions should be 
taxed under the income tax proyisions 
seems to have an element of merit. If such 
taxes were levied, there is a strong suspi- 
cion that gifts and contributions would be 
eliminated from the computation. 


Sound Accounting and Business Practices 
Much of the impetus for income de- 
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termination for the non-profit institution 
may stem from analogous reasoning. The 
commercial firm has operating costs and 
revenue and by presenting such financial 
information the usefulness of accounting 
has been extended. The non-profit insti- 
tution has costs and revenues, therefore 
the determination of income will prove 
useful again. Admittedly such thoughts are 
not expressed either verbally or in writ- 
ing, but the rationalization is a plausible 
explanation for the desire of measuring 
hospital income. 

The thoughts may be expressed in a 
type of syllogistic form. 

1) There is a widespread belief that gov- 
ernmental operations are inefficient be- 
cause of a lack of economic motivation. 

2) Because of the accountants’ contri- 
bution to the measurement of income, the 
profit motivation is allowed to operate in 
a better fashion and thus income determi- 
nation contributes to the noted efficiency 
of the business firm. 

3) Accountants should measure net in- 
come of the institution to aid the attain- 
ment of efficiency in operations. 

Finally, the purpose of such measure- 
ment may be that as expressed in the 
manual of the American Hospital Associa- 
tion. 


Furthermore, hospital administrators make use 
of accounting aids to assist in budgeting, formu- 
lating fiscal policies and, in general, planning a 
course of action aimed at rendering the best hos- 
pital care within practical economic limits. The 
community service nature of a hospital does not 
relieve management of the responsibility to adopt 
sound accounting and business practices.” 


Individuals, business firms, non-profit 
institutions, and governmental units must 
operate within practical economic limits or 
suffer inevitable consequences, but there 
are at least two measurements of eco- 
nomic limitations: 

1) Equating expired costs and revenue, 

2) Equating the inflow of financial resources 

and the outflow. 
p. 7. 
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“Living within one’s means” implies the 
financial aspect of economic limitations as 
well as “matching revenue and costs.” 

The utilization of a funds structure is 
based upon the need of operating within 
financial limitations made complex by re- 
strictions on the use of resources. The fund 
structure of accounts makes a substantial 
contribution to the formulation of fiscal 
policies and administrative decisions with- 
in the framework of these legal, contrac- 
tual, or fiduciary restrictions. Even the 
commercial firm must operate within fi- 
nancial limitations imposed by many fac- 
tors; the operating cycle, obligatory re- 
quirements in bond and stock indentures, 
trust funds arising from pension and profit 
sharing plans, and the dominant need of 
capital maintenance. 

Working capital management is one of 
the paramount financial problems of man- 
agement. This fact has long been recog- 
nized by creditor interests who were so in- 
strumental in molding the present form of 
the balance sheet—current assets and cur- 
rent liabilities. An impairment of working 
capital may bring financial disaster more 
quickly than a failure to balance produc- 
tion costs and revenue. In periods of fall- 
ing revenues, as well as at other times, cap- 
ital expenditures are curtailed, salaries are 
cut where possible, and all expenditures 
are scrutinized in an attempt to conserve 
working capital. 

In this problem of financial administra- 
tion, little aid is given by the “‘sound” ac- 
counting practice of income determina- 
tion. The Statement of Application and 
Sources of Funds can make a contribution, 
though a somewhat limited one, for as 
typically conceived it is inadequate for 
complete disclosure of financial operations. 
If instead of showing the net sum of funds 
provided by operations, the revenue and 
expense transactions were listed, and if 
the transactions were grouped in relevant 
sectors, better disclosure would follow. 
But note that accountants never argue 


that depreciation should be included be. 
cause it is a “real’’ cost; instead it is in. 
sisted that depreciation be added back to 
net income to show the “real” funds pro- 
vided by operations. 

The Statement of Revenues and Ex- 
penditures has a considerable degree of 
similarity to the Statement of Application 
and Sources of Funds. The Current Fund 
is a measure of financial resources that can 
be utilized in general operations and has a 
remarkable similarity to the working capi- 
tal of the commercial firm. In an attempt 
to measure the sources of funds (revenue 
in the broader sense of the previous illus- 
tration) and the application of funds (ex- 
penditures) the result is the Statement of 
Revenues and Expenditures but the resid- 
ual of the matching process is no more “net 
income” than is the residual derived from 
matching funds provided and applied. 

If financial information is compiled and 
presented to meet the needs of interested 
groups and is to be used to judge mana- 
gerial achievements, it seems that the in- 
formation compiled should be in harmony 
with managerial objectives. If the struc- 
ture of Fund Accounting is to be employed 
because of statuatory or budgetary re- 
quirements, then the Statement of Reve- 
nue and Expenditures becomes highly ap- 
propriate in disclosing the financial man- 
agement of working capital. 

When the argument for income determi- 
nation turns upon the matter of contribut- 
ing to the economic efficiency of opera- 
tions, a different question arises. It is not 
a simple question at all, for many complex 
considerations exist. Where monopolistic 
conditions tend to prevail, the measure- 
ment of income may contribute very little 
to the utilization of economic resources. 
Whether management in this day of large 
scale operations and absentee ownership is 
motivated by the desire to maximize prof- 
its is questionable, and was questioned in 
that excellent film “Executive Suite.” The 
measurement of income does little to help 
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management combine productive factors 
—this is done with time and motion 
studies, engineering and design of product 
and plant facilities, the avoidance of labor 
troubles, as well as many other factors. 
Standard cost techniques, distribution cost 
studies, and many types of cost analysis 
can contribute to efficiency of operations, 
but these are not techniques for determin- 
ing income. In the same manner, the com- 
pilation of cost data and its correlation to 
statistical measures of activity can con- 
tribute to efficiency of institutional opera- 
tions. 

Income determination does aid in focus- 
ing attention on those firms operating at 
the break-even point, or sustaining losses. 
Under competitive conditions, these may 
be considered as marginal firms, but even 
in these firms, management may be com- 
bining available resources as well as other 
groups would do in the same circum- 
stances. The trouble may lie in the neces- 
sity of utilizing high cost resources; i.e., a 
poor grade of raw material, a poor location 
and the higher transportation costs, or 
even employment of labor at a wage 
standard higher than that of competitive 
firms. Even if the “inefficient” firm is 
driven out of business by competition, it 
does not follow that income determination 
contributes to the efficiency of operations. 
It certainly does not follow that institu- 
tional operations have been inefficient be- 
cause losses have been incurred. 

The purpose of determining income for 
the commercial firm is found in the useful- 
ness of the information for management, 
stockholders, creditors, and the public. 
Management judges its success of balanc- 
ing operating costs and effective product 
demand in terms of the absence, or pres- 
ence, of net income. The residual, being 
closely related to dividend policies, is used 
by stockholders, actual and potential, as a 
means of evaluation. The economic re- 
sources of the country are channeled to 
the successful firm and denied the firm 
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with recurring and substantial losses. In 
matching revenue and relevant costs, the 
heart of income determination, the social 
usefulness of accounting has reached a 
peak. As indicated by Paton and Littleton: 


The social importance of accounting is therefore 
clear, especially in relation to the income state- 
ment, since dependable information about earning 
power can be an important aid to the flow of 
capital into capable hands and away from un- 
needed industries.“ 


In the non-profit institution, this pur- 
pose of income determination is not pres- 
ent. Transcending the Current Fund and 
viewing the hospital as an economic unit, 
the determination of income as conven- 
tionally computed by accountants would 
not be a useful guide to the allocation 
of economic resources. Such allocations 
should be based on the need for medical 
care, not upon the profitable hospital. It is 
arithmetically possible to match expired 
costs with revenue (as the term is used in 
either of the two senses illustrated) but 
the arithmetical possibility does not im- 
part significance to the product. As some- 
one commented long ago, it is possible to 
add two bushels of apples and one horse, 
the product being most likely, three horse- 
apples. The revenue may have varied for 
particular reasons unrelated to the costs 
incurred. The general health of the com- 
munity may be such that fewer patients 
have had need of the hospital services. For 
a second institution, the rates may be so 
high as to create economic injury to pa- 
tients at a time when their earning power is 
low, but should the greater revenue and 
net income for the period be accepted as a 
signal to channel further economic re- 
sources to the second hospital and deny 
such to the first? Zt would seem rather silly 
for the City Fathers to build a new hospital 
because the first was profitable, especially if 
public funds are a major source of revenue. 


4 W. A. Paton and A. C. Littleton, op. cit., p. 3. 
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Relevancy of Costs and Revenues 


The relevancy of costs and revenue rests 
primarily upon the purpose for which costs 
are incurred. In the commercial firm, this 
purpose is one of generating income. 
Whether costs should be recognized as 
relevant to revenue of a period turns upon 
the benefit doctrine. If all, or part of an 
expenditure has a demonstrable relation- 
ship to future benefits, such expenditures 
are deferred. An interesting question 
arises as to whether such future benefits 
are in the form of revenue, or physical serv- 
ices of the investment. Paton and Little- 
ton state: 

The revenues of a particular period should be 
charged with the costs which are reasonably as- 
sociated with the product represented by such 
revenues. In this connection it should be empha- 
sized that physical consumption is not a satisfac- 
tory test of absignability to revenue, notwith- 
standing the usual assumption to the contrary. 
The fuel cost to be associated with revenue for the 
period need not be the cost of the coal burned 
during the period.'® 

Recognition of economic obsolescence as a 
factor limiting the life of assets suggests 
that such future benefits and revenue are 
synonymous. This raises a question which 
cannot be explored here, ‘“Why should not 
the amount of cost allocated to periods be 
proportional to expected benefits?’”"* 

In considering the relation of costs and 
revenue for the non-profit institution, 
there is an inversion as compared to the 
commercial firm. The non-profit hospital 
presumably has an economic objective 
other than that of maximizing profits; 
costs are incurred, fixed assets acquired, 
investments are made so that facilities 
may exist to provide medical services if 
and when needed. Rates are charged pa- 
tients, not to generate profits, but partially 
to recover costs and thus contribute to a 


Tbid., p. 69. 

46 For an extended discussion of this question, see 
Carl Thomas Devine, Inventory Valuation and Periodic 
Income, The Ronald Press, New York, Chapter Two. 
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continuity of operations. The contrasti 
purposes can be illustrated by the follow. 
ing: 

Non-profit Institution 


1. Costs incurred to provide service. 

2. Rates charged partially to recover costs necessary to 
a continuance of operations. 

3. Purpose in matching? 


Commercial Firm 


. Costs incurred for expected benefits—income. 

. Prices charged to generate profits or avoid losses. 

. Matched to indicate achievement of profit objec- 
tives. 


Purpose of Matching Cost and Asset Inflows 


At this point a new and broader ques- 
tion arises—is there any interest on the 
part of management, patients, taxpayers, 
or other groups, in the cost structure of 
the institution? Payments must be made 
for labor and capital if the enterprise is to 
continue operations, payments which must 
be borne by various groups. It is believed 
that the shares to be borne by the inter- 
ested groups is an important political and 
social question, and by measuring the total 
costs of operations and indicating the ex- 
tent that such have been borne, a sub- 
stantial contribution may be made. 

Once again the inverted aspects of the 
purpose of costs and revenue mentioned 
earlier can be observed. The value of the 
product in the commercial firm is meas- 
ured by the accountant and the distribu- 
tive shares, though not disclosed entirely, 
are shown at least to the extent of those 
supplying capital. Inversely, the costs of 
services rendered by the hospital can be 
measured and the shares borne by various 
groups can be disclosed. The dominance of 
revenue for the commercial firm impels the 
accountant to show such first and then 
deduct costs. As stated by Paton and 
Littleton: 


In business operations cost is largely incurred be- 
fore revenue appears since the activities measured 
by costs are for the most part entered into for the 
specific purpose of subsequently generating 
revenue. In presenting the assembled accounting 
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facts, on the other hand, revenue is stated first, 
with the applicable costs shown as deductions, a 
treatment which is not only convenient but con- 
forms to the usual view that revenue is the domi- 
nant factor.!” 


For the non-profit institution, the domi- 
nance of cost should be emphasized by list- 
ing such first, and following with a dis- 
closure of resources provided by various 


groups. 


Costs Necessary to Continuance of Opera- 
tions 


Ideas can be conceptually pure and dis- 
tinct, but their application to factual ma- 
terial may leave much to be desired. A 
concept of costs necessary to continuity of 
operations may serve as a guide in com- 
piling financial data, but some elements 
will still be subject to disagreement. 
Budgetary costs may better represent costs 
necessary to continuity than costs arising 
from transactions, yet transaction “‘price- 
aggregates” may be more acceptable to 
auditors because of their objectivity. 
Statements based upon expired trans- 
actions purport to show how manage- 
ment’s responsibilities have been dis- 
charged, how burdens have been borne, 
and may serve as a guide to what may be. 

Payments made in the past for labor 
and capital are measured to a considerable 
extent in the Statement of Revenue and 
Expenditures, but the time element of 
measurement is that moment at which 
such outlays are made or at which short- 
term obligations arise. Since the services of 
labor are to a great extent utilized in the 
same period of payment, such transaction 
“price-aggregates” may be a useful yard- 
stick to understanding future costs. The 
services of capital, though paid for at one 
moment, may be utilized over varying pe- 
tiods of time; consequently the reporting 
of payments for capital is inadequate for 


W.A. Paton and A. C. Littleton, op. cit., p. 24. 
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indicating the costs of such services uti- 
lized within different periods. 

Capital expenditures, like other expen- 
ditures, represent a burden to be borne, 
but the issue is whether these expenditures 
should be reported in the period of the out- 
lay, or allocated over several periods. If the 
fixed assets are viewed as a bundle of serv- 
ices, then it seems more equitable to re- 
port the costs of such services utilized in 
each period. If the total outlay is reported 
in one period, thus relieving subsequent 
periods of any cost, then administrators 
might overlook such costs in later periods 
so that an inequitable shifting of the bur- 
den might follow. The taxpayer might be 
called upon to make a substantial capital 
contribution at the time of replacement, or 
bonds might be issued, shifting the burden 
to a future generation. It might follow that 
one or two generations could thus escape 
their share of the costs of fixed assets. 

It is believed that an amortization tech- 
nique for allocating the cost of capital ex- 
penditures to the periods in which such 
services are utilized would result in a bet- 
ter measurement of the burden of each pe- 
riod. Since concern is felt as to continuity, 
depreciation based upon replacement is 
far more appropriate than depreciation 
based upon historical costs. 

When expenditures are financed by the 
issuance of long-term securities, the inflow 
of assets would be reported as funds pro- 
vided by a creditor group. But this inflow 
should not be confused with revenues, nor 
should the implication be that creditors 
are bearing any part of the costs of the in- 
stitution. The use of such funds permits a 
shifting of the burden from one time pe- 
riod to the future, but the costs of opera- 
tion must be borne ultimately by patients, 
contributions, or the taxpayer. 

If a sum of money is set aside peri- 
odically for the retirement of bonds, such 
provision would constitute a cost. If no 
money is set aside, then a periodic accrual 
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would tend to emphasize an existing cost 
that would have to be financed. The man- 
ner in which such costs will be borne can 
not be dictated by the accountant; he may 
advise. The decision may be to refund such 
obligations rather than to retire them, but 
ultimately such costs are met. 

To report both the replacement of as- 
sets and the retirement of bonds as costs 
within the same period may seem to be a 
double reporting of costs. Costs of organiz- 
ing and operating are two distinct costs, 
however, that must be borne if operations 
are to continue. Where bonds are used for 
the initial capital, the burden is shifted to 
the future, and a double load must be 
carried, that of replacing the assets and 
retiring the bonds. 

It does not follow that the costs of re- 
tiring the bonds has to be borne in the 
same time period of utilization of assets, 
for the bond costs could be allocated to a 
shorter or longer time period. Some might 
suggest that, like much of the federal debt, 
these costs may be postponed to the very 
distant future by the device of refunding. 
It is true that several future events may 
take place, any of which could modify cost 
structures, but there can never be assur- 
ance that these events will take place. Fail- 
ure to include bond costs in the statement 
may cause management to overlook such 
costs. 

At an earlier stage, the point was made 
that the inflow of assets for institutions, 
though labeled revenue, was more inclu- 
sive than the revenue of the commercial 
firm. Asa consequence of the viewpoint of 
shares being contributed, it is in order to 
avoid the use of the terms “revenue” and 
“income” and speak instead of a provision 
of resources. Since the cost structure may 
also be different from that found in the 
process of determining income, any resid- 
ual should not be labeled “net income.” 
In fact, one might question why a residual 
should even be computed. 
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Fund Accounting and the Entity 


Fund groups are considered as entities 
for accounting purposes, each fund con- 
taining a balanced group of accounts and 
financial data subject to presentation. Ex- 
cept for the fact that each fund may be 
maintained in one general ledger, there 
might appear to be little other relation- 
ship. In some institutions, e.g., a church, 
such funds are administered by different 
individuals, each keeping his own records, 
A general ledger may not even be used. 

For the business firm the accounting en- 
tity assumes a series of colorations, de- 
pending upon the viewpoint. It may be 
that of stockholders or of the business, it 
may be a department, a branch, or a fac- 
tory with its own ledger tied in of course 
to the general ledger, or it may be an eco- 
nomic unit extending beyond the legal 
boundaries of the corporation. By what 
criteria Can one recognize the limitations of 
the accounting entity? Should it be one of 
statute, of similarity of operations, of ad- 
ministrative responsibility? In large scale 
operations, one finds tiers of responsibility, 
the ultimate level being groups of stock- 
holders and creditors. Yet where consoli- 
dated statements are utilized, other cri- 
teria are suggested such as per cent of con- 
trol, or similarity of operations. Where the 
fund structure is employed, can the ac- 
counting entity for statement purposes, 
extend beyond that of the fund group? 
Statutes may state that the operations of 
the diverse funds will be reported, but do 
they assert statements more broadly con- 
ceived will not be prepared? The suggested 
statement depicting a cost structure and 
provision of resources must of necessity 
transcend the fund as an accounting en- 
tity. The only suggestion as to the larger 
entity is that of the institution. 


SUMMARY 


When costs are incurred for purposes of 
generating revenue, useful information can 
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be obtained by a measurement of such 
costs and a consequent matching with 
revenue. As investment purposes shift to 
social benefit, either in part or in whole, a 
crucial question as to the relevancy of 
costs and revenue arises. A portion of total 
costs incurred may be considered as re- 
lated to the ensuing revenue, but the prob- 
lem of prorating such costs between the 
two ends, revenue and social benefit, is in- 
surmountable. The problem of allocating 
joint costs to products seems relatively 
simple by comparison. No such allocation 
need be made however, for an absence of 
revenue indicates a greater deficit to be 
covered by groups other than patients. In- 
asmuch as the residual of such matching 
would be affected by many elements other 
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than revenue, it is believed that the term 
“net income” is grossly misleading, par- 
ticularly so if identified as that of a fund 
rather than the economic unit. 

It is further believed that a measure- 
ment of total costs matched with asset in- 
flows can contribute to an important ques- 
tion—the cost-shares to be borne by vari- 
ous groups. The usefulness of the fund 
structure is such that no attempt should 
be made to impose depreciation upon the 
Statement of Revenue and Expenditures. 
It is suggested instead that in addition to 
other statements, a new statement be pre- 
pared designed to show costs of operations 
and how the burden of such was distrib- 
uted. This suggestion is illustrated in the 
following statement. 


A Hospital 
Statement of Costs and Funds Provided 
For the Fiscal Year 
its for 
Costs of Indebtedness 
Accrual of Current Portion of Obligations—Total Amount, $2,000,000, of which 


Cost of Replacing Fixed Assets: 


Total Estimated Cost, $10,000,000, of which $4,000,000 has been provided. 


Current portion: 


Supplementary Charge for Increased Prices..........6.....eseceeeseeveneses 25,000 100,000 

Funds were provided as follows 

Income from Investments of Plant Fund and Unrestricted Endowments.................-+..+- 50,000 
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QUALIFICATIONS FOR COLLEGE ACCOUNTING 
TEACHERS: A REBUTTAL 


R. F. SALMONSON 
Assistant Professor, Michigan State University 


ERTAIN STATISTICS presented in Pro- 

fessor Harry R. Price’s article, 

“Qualifications for College Ac- 
counting Teachers,” in THE ACCOUNTING 
REVIEW, January, 1957, have been studied 
by this writer with some amazement, a 
high degree of concern and virtually com- 
plete disagreement. 

Professor Price asked a number of col- 
lege accounting instructors, certified pub- 
lic accountants and industrial accountants 
to express their opinions on the desirable 
qualifications for a college accounting in- 
structor. The answers received, relative to 
formal education, are summarized in 
Tables VII, VIII and IX from which an 
extremely disturbing implication can be 
drawn. Of those questioned, 20 per cent of 
the college accounting instructors, 50 per 
cent of the certified public accountants and 
36 per cent of the industrial accountants 
evidently believe that a person with no 
formal education may be qualified to 
teach accounting at the collegiate level. 

Do accountants, in general, have such a 
low opinion of formal education and think 
that accounting knowledge is so narrow in 
scope and shallow in depth as actually to 
believe this? 

If the sample is representative, this 
must be the conclusion. The above stated 
percentages of each group questioned an- 
swered that the only formal educational 
qualification necessary to qualify an indi- 
vidual to teach accounting at the collegiate 
level was possession of the certified public 
accountant’s certificate. Since the possi- 
bility exists that the certificate has been 
awarded to an individual who is not a high 
school graduate, it follows that the certifi- 


cate and formal education—the comple- 
tion of a prescribed course of study at an 
institution of higher learning—are not syn- 
onymous. 

At first it may appear that the above 
interpretation of the tables is in error, 
However, the percentages stated are for 
those who answered that the certificate 
alone was a sufficient formal education- 
al qualification. Alternative qualifications 
such as the combination of the certificate 
with an academic degree, bachelor’s, mas- 
ter’s or doctor’s, were chosen by some of 
the respondents. 

It appears as if some of those questioned 
did not fully understand the significance 
of their replies. Perhaps to some, posses- 
sion of the certificate automatically im- 
plied the possession of a college degree, 
which is becoming more and more true to- 
day.' It may at least have meant the com- 
pletion of some college work. On the other 
hand, there undoubtedly are some account- 
ants who mistakenly believe that the cer- 
tificate, in and of itself, is the equivalent of, 
or a greater achievement than, any college 
degree. This belief unduly overemphasizes 
the value of, and the reliance to be placed 
upon, a written examination. However, 
attempts to analyze the thinking of the 
respondents are, of course, highly subjec- 
tive and conjectural. In the last analysis, 
a literal interpretation of the tabulated 
responses can only yield the conclusion 
that to many accountants formal educa- 
tion need not be required as a qualification 


1 Approximately 80 per cent of the new CPA’s are 
college graduates. See: Arthur M. Cannon, “Education 
and the CPA Standards Report,” Journal of Account- 
ancy, January, 1957, p. 35. 
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Qualifications for College Accounting Teachers: A Rebuttal 


of an individual to teach accounting at the 
collegiate level. 


PARADOXICAL IMPLICATIONS 


Let us now critically examine the posi- 
tion impliedly taken and illustrate a num- 
ber of the many paradoxes that result. Our 
business school faculties have been criti- 
cized by employers, including accountants, 
virtually an infinite number of times, be- 
cause of our graduates’ inability to com- 
municate effectively. Yet the act of pass- 
ing the CPA examination resulting in the 
awarding of the certificate, which may 
have been accomplished without so much 
as a single high school course in English, 
supposedly qualifies the recipient of the 
certificate to pass upon the communica- 
tive ability of the college accounting stu- 
dent. 

Many employers, once again including 
accountants, decry the trend toward 
specialization followed by many account- 
ing students.? Many wish to see our grad- 
uates educated, not only in business and 
economics, but also in the liberal arts. If it 
is desirable that the student be so edu- 
cated, should not his instructor be simi- 
larly educated? Is it not likely that well- 
educated students will be the result of hav- 
ing well-educated instructors? Does it not 
also follow that the student is more apt to 
see accounting in its proper perspective if 
his instructor does? 

The statistics presented make it obvious 
that many accountants do not realize that 
the accounting instructor is called upon to 
discuss and explain topics and problems in 
many fields of knowledge. To cite an ex- 
ample, this writer can recall spending an 
entire afternoon discussing in some detail 
the economic doctrines of Karl Marx, and 
of socialism in general, with a student, en- 
rolled in an accounting course, who pro- 
fessed to be a communist. Should not an 


D. H. Cramer, “What Does the Employer Expect 
of the College Graduate?” THe AccounTING REVIEW, 
January, 1957, pp. 15-20. 


accounting instructor be well enough edu- 
cated in economics so as to be an articu- 
late defender of our free enterprise form 
of society? 

The very nature of accounting is such 
that an accounting instructor must rely 
upon his knowledge of other subjects in his 
discussions and explanations of account- 
ing. The teaching of even a survey course 
in accounting or federal income taxation to 
students majoring in economics, engineer- 
ing, psychology and many other fields 
would quickly prove this point to the 
doubtful. It is not sufficient to inform stu- 
dents of the difference, taxwise, between 
short-term capital gains and long-term 
capital gains. Many students wish to know 
the possible reasons and justification there- 
for. Perhaps there are too many account- 
ing instructors teaching simply facts, not 
the underlying theory, as Mr. Cramer sug- 
gests. 

Since an accounting teacher does not, 
and cannot, teach solely accounting in his 
accounting courses, a question should now 
be raised. Does possession of the CPA cer- 
tificate, with no formal education, prove 
that an individual is sufficiently well-edu- 
cated and informed in economics, finance, 
mathematics, statistics, to enable him to 
refer to and rely upon his knowledge of these 
fields in his discussions of accounting? In- 
formal study to pass the CPA examination 
would undoubtedly be so limited in scope 
as to exclude many of the areas in which 
the college student studies, and with 
which the college accounting instructor 
should be familiar. And further, it is to be 
doubted that the CPA’s practice is diverse 
enough to provide, through practical ex- 
perience, the knowledge that is lacking 
and which can be, and is, obtained through 
formal education. 

Several of the undesirable implications 
of the opinions expressed have been pre- 
sented above. The most important has 


3 Ibid., p. 17. 
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been suggested, but should be re-empha- 
sized. In the opinions expressed there is 
impliedly an unwarranted disparagement 
of the accounting profession, the knowl- 
edge it embraces, and of the role played 
by the accounting instructor. Accountants 
have long sought public recognition of 
their professional status and have cast en- 
vious glances at the professions of law and 
medicine which have long been accorded 
such recognition. Would a lawyer or a doc- 
tor believe that a person with no formal 
education is qualified to teach law or medi- 
cine? Would they have so little respect for 
the advanced and complex knowledge of 
their professions? Would they so belittle 
their college instructors? It is to be 
doubted. How can accountants expect to 
achieve deserved public recognition of 
their profession when they, themselves, 
have so little regard for its professional at- 
tributes and its instructors? 

Fortunately for the accounting profes- 
sion, current accounting literature is re- 
plete with evidence that many accountants 
do not subscribe to the views implied from 
the above mentioned tables. Also, fortu- 
nate for the profession and its future mem- 
bers is the position taken by some of our 
leading universities. They now refuse to 
grant professorial rank to an accounting 
teacher who does not have an earned doc- 
torate. But, why does recognition of the 
role played by the accounting educator 
have to come from sources other than the 
accounting profession? 

A detailing of the implications to be de- 
rived from the statistical tables presented 
in Professor Price’s article could be ex- 
tended. However, let one further illustra- 
tion suffice. In Tables XI, XII, and XIII, 
it is stated that 70 per cent of the college 
instructors and certified public account- 
ants and 87 per cent of the industrial ac- 
countants questioned thought practical 
experience to be a desirable qualification 
for a college accounting teacher. Yet, only 
6 per cent of the CPA’s and 4 per cent of 


the industrial accountants expressly men. 
tioned knowledge of the subject as a quali- 
fication. The college instructors fared 
worse, not even mentioning knowledge. Is 
not this the primary qualification? Obvi- 
ously, of course, practical experience and 
knowledge of the subject must have been 
considered synonymous. In light of some 
current accounting practices, there is room 
to doubt that this is necessarily true. If 
more accountants had been formally edu- 
cated, and preferably at the graduate level, 
it probably would not have required sev- 
eral score or more years for certain ideas 
first advocated by academic accountants 
to have become generally accepted ac- 
counting practice. 


FORMAL EDUCATION OF PARAMOUNT 
IMPORTANCE 


Formal education is no panacea, but 
neither is practical experience. Surely the 
depth and breadth of a person’s knowledge 
can be more quickly expanded through 
formal education. Formal education and 
practical experience are not complete sub- 
stitutes for each other. Formal education 
is to a certain extent a distillation and an 
edited presentation of the knowledge 
gained from the experiences of others. It, 
however, does have one important dis- 
tinguishing attribute. It is, and if not, it 
should be, built upon a solid foundation of 
theory. Practical experience may not al- 
ways uncover the underlying theory when 
such factors as materiality, practicality, 
and convenience are taken into considera- 
tion. To become well educated, it is not 
necessary nor desirable to learn everything 
the “hard way.” In this respect, the story 
is told of a wealthy braggart who loudly 
and repeatedly informed any and all, will- 
ing listeners or not, that he was a self- 
made man. This continued unti! someone 
quietly retorted: “Sometimes these ‘do- 
it-yourself projects’ do not turn out too 
well.” 
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A BLUEPRINT FOR APPRAISING AND 
GUIDING AUDIT STAFF 


L. CAMPFIELD 


ANY public accounting firms have 
expended considerable sums on 
recruitment and standardized pre- 

liminary training of new staff members. 
However, only a relatively few have initi- 
ated well devised programs for appraising 
and guiding the development of these new 
members. In many instances, the only per- 
sonnel records pertaining to audit staff are 
interview and employment forms, payroll 
lists, and the like. Data regarding current 
status of staff, i.e., significant strengths 
and weaknesses together with a record of 
steps necessary for extension of strengths 
and correction of weaknesses, are left 
largely to the memories of supervising 
seniors, managers, and partners. 

It is the purpose of this paper to present 
a relatively simple plan which may serve 
as a blueprint for insuring programmed ap- 
praisal, analysis, and counselling of new 
as well as old members of an accounting 
firm. 


MAJOR ELEMENTS OF THE PLAN 


All staff members undertake work re- 
sponsibilities with the expectation that 
they will be informed frequently as to the 
quality of their performance. This infor- 
mation comes in the form of some type of 
appraisal or rating of the performance of 
individuals. Each component of super- 
vision or management in the typical ac- 
counting firm makes appraisals or ratings 
even though they may not be completely 
aware that the rating process is in motion. 

A planned program of rating will obvi- 
ously insure a greater degree of objectivity 
in this process. An advance plan should 
provide that performance requirements 
be made known to all staff members and 
officials of the firm, and that performance 


be appraised in relationship to such publi- 
cized requirements. It should also provide 
that the appraisal system be actively used 
to improve the effectiveness of staff mem- 
bers’ performance and to strengthen rela- 
tionships between staff members and their 
supervisors. As a final requisite, the plan 
should provide that appraisals of perform- 
ance be made at stated intervals, and that 
staff members and supervisors alike be 
currently informed of performance status. 

The appraisal or rating process embraces 
four major steps: (1) determining perform- 
ance requirements, (2) appraising or rating 
performance against these requirements, 
(3) devising methods for improving per- 
formance, and (4) advising and counselling 
staff members regarding performance and 
plans for improvement. 

The following is a brief discussion of 
each of the above steps: 


Determining Performance Requirements 

A performance requirement is the under- 
standing which exists between a staff mem- 
ber and a supervisor defining the necessary 
performance on a specific assignment con- 
sidered fully acceptable by the supervisor. 
Since the practice of auditing and public 
accounting involves a large measure of 
judgment, performance requirements for 
auditors must necessarily be stated in suf- 
ficiently broad language to avoid constant 
alteration and change. These requirements 
embrace both statements of typical duties 
performed at various levels of auditor re- 
sponsibility and standards of performance 
expected. The requirements should in- 
clude, in addition to the minimum printed 
criteria established by the firm, written 
and oral instructions of supervisory audit 
personnel. 
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Each member of the audit staff, super- 
visors and subordinates alike, should have 
a proper understanding of performance re- 
quirements. It is the responsibility of each 
supervisor to make certain that subordi- 
nate staff have access to all instructions, 
criteria, and guides governing perform- 
ance. A sample of a minimum guide to 
performance requirements is included as 
Figure 1. 

It is axiomatic that published perform- 
ance requirements clarify the objectives of 
a job, provide an objective basis for meas- 
uring accomplishment, and promote bet- 
ter understanding among staff members of 
what is expected of them. 


Appraisal or Rating of Performance 

An appraisal or rating is an overt ob- 
servation and evaluation of a staff mem- 
ber’s action and the results he achieves in 
relation to the performance requirements 
of his job. Patently, such appraisals reach a 
point of greatest usefulness when super- 
visors maintain frequent contact with their 
subordinates during the actual perform- 
ance by the latter. This contact takes the 
form of reviewing current results of audit 
assignments, determining which aspects of 
performance are adequate and where pro- 
fessional competence is stronger or weaker 
than prescribed standards, the taking of 
actions necessary to make on-spot im- 
provements of the auditor’s perform- 
ance, determining the trend of perform- 
ance, and the holding of frequent informal 
discussions with the staff member whose 
performance is being appraised. In this 
connection, it is advisable that some type 
of formal written appraisal be executed at 
predetermined intervals for each staff 
member. 


Devising Methods for Improving Perform- 
ance 


During the process of appraisal, a super- 
visor is expected to develop a practical 


course of action for improving a subordi- 
nate’s effectiveness. A few of the points 
which might well be considered in this plan 
of action are: 


1. Can performance be improved by specific 
job or other training, increased direct super- 
vision, or variation in assignment? 

2. Can the auditor’s ability be utilized more 
fully through readjustment of duties within 
the audit staff? 

3. Does the auditor warrant reassignment to a 
position within the firm which affords a 
better opportunity for improvement and 
advancement? (This opportunity might be 
found in a well chosen placement with one 
of the firm’s clients) 

4. Should the auditor be reclassified to a lower 
job level or separated because of deficiencies 
which cannot be economically corrected? 


Advising and Counselling Staff 


Performance appraisal is a continuing 
process. Hence each supervisor should fre- 
quently inform his subordinates of their 
progress, pin-point shortcomings in per- 
formance, and offer suggestions for im- 
provement. These discussions should be as 
constructive as possible with emphasis 
placed on aiding the staff member to per- 
form a maximum of self analysis. The fol- 
lowing are suggested as areas to be stressed 
by a supervisor: 

1. Identify and discuss aspects of work in 
which the staff member meets, exceeds, or 
fails to meet requirements 

2. Give the staff member specific examples of 
unsatisfactory performance 

3. Seek the staff member’s opinion as to why a 
deficiency exists and encourage his views on 
the type of action he deems would be help- 
ful in correcting the deficiency 

4. Give the staff member every opportunity to 
present evidence of quality of performance 
which the supervisor may have failed to 
consider during the appraisal. 


The firm sheuld have a policy that all 
significant counselling data are to be re- 
corded. A uniform appraisal form should 
be devised for this purpose. Documenta- 
tion will permit every level of audit man- 


i 


| 
33 
: 4. 
5. 


li- 


Ba 


A Blueprint for Appraising and Guiding Audit Staff 627 


Fic. 1. GUIDELINES AND CRITERIA FOR APPRAISING PERFORMANCE OF 


Performance Element or Factor 


ing, and 


The auditor has a comprehen- 
sive knowledge of the basic theory 
and techniques of accounting, 
budgetary control, record y= 


in general, internal control, 


accounting, auditing, and “the 


data through the medium of state- 


knowledge of rela 


fields of —e taxation, com- 
mercial law, economics, etc., as 
they pertain to and affect account- 
ing records and accounting ad- 
ministration. Over and above the 
knowledge of techniques and pro- 
cedures, the auditor has a demon- 
strated ability for careful analysis 
of problems and the formation of 
judgments based on consideration 
of all facts relevant to the problem 


at hand 


ments; Preparation of Audit Pro- 
grams or Segments Thereof. 


2. Organization of Audit 


33 and/or Supervision 
reparation of Work Papers. 


4. Preparation and/or Supervision 


of Preparation of Reports. 


5. Leadership and Supervision o; 
Audit Stag, 


6. Conduct and Relations with Others. 


Audit- 
ge of 


a. The auditor de 


7. Appraisal, Development, and 
Training of Subordinate Staff. 


Avupit PERSONNEL 
Performance Aims and Standards 


and/or ap- 
plies accounting oe i 
ciples, methods, and pi ures 
applicable in a variety of operat- 
ing circumstances. To accom 
these objectives, he has a broad 
knowledge and understanding of 
major operational problems of 
concerns subject to audit; and, in 
general has sufficient knowledge 
of modern business organization 
and operation and sound account- 
nape to furnish a basis for 
rendering sound opinions regard- 
ing operations examined. 


. The auditor maintains an inde- 


pendent and impartial attitude 
and approach which assures a dis- 
passionate consideration and pres- 
entation of the facts in a given 
case. 


The auditor properly observes all 


Guides for Measuring Level 


Gradations within the 

class can be used to point up cases 
of deviation, which though not 
material, warrant closer super- 
visory attention. 


Performance is exce pti when the 


- auditor’s contribution through job 


performance results in widespread 
acceptance or recognition by indus- 
try, government, or the accounting 
profession of ideas and practice ad- 
vanced by the auditor, e.g., de- 

ment of ideas pertaining to 
efficient control of cost distribution 
to complex and multifold manufac- 
turing processes: development and 
presentation of newor unique analy- 
ses of operations useful to the man- 
agements of concerns audited, to 
industry in aneerh and to the ac- 
counting firm by whom employed. 


Performance is acceptable when 
knowledge in general and informa- 
tion required for assign- 
ments is adequate; and, when ap- 

tion of such knowledge i is made 
in an objective, professionally com- 
petent manner within reasonable 
time limits. 


Performance is unacceptable when 
knowledge of accounting and audit- 
ing principles, procedures, and prac- 
tices applicable to given audit cir- 
cumstances is substantially defi- 
cient; and, when the approach to 
accounting and related problems of 
operating units is patently unsound; 

and, when the above circumstances 
result in work so deficient as to en- 
tail excessive supervision, review, 
analysis, rearrangement, or re-work 
of the auditor’s assignments. 


brief description would be made of each performance element and of the 


related aims and guides for measuring level of performance. 


Brief descriptions for each performance element and related standards and 
guides comparable to illustrations above. 
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agement access to appropriate information 
for expediting staff development. 


EXAMPLE OF PUBLISHED CRITERIA FOR 
STAFF GUIDANCE 

An effective plan will require publication 
of minimum appraisal guides. This guide 
could be incorporated in the staff manual. 
Figure 1 is a sample of the broad format 
of criteria and guidelines. One performance 
element or factor has been illustrated. De- 
tailing of the other factors would follow a 
comparable design. Appraisal and coun- 
selling data would, of course, be correlated 
and interrelated to these performance ele- 
ments or factors. 

It is to be noted that the example em- 
ploys only three levels for measuring per- 
formance, Exceptional, Acceptable, and 
Unacceptable. These are believed sufficient 
for most management purposes. Significant 
performance variations within the Accept- 
able range could be commented upon in 
the appraisal form used in conjunction 
with the guide. 

Junior accountants generally would be 
appraised only with respect to Elements 
1, 3, and 6. Semi-Seniors typically would 
be rated additionally for Element 2. From 
time to time they might also be rated for 
Elements 5 and 7 depending on the nature 
of assignments and of personnel assigned 
to them. Seniors and Supervising Seniors 
generally would be rated for responsibility 
in each performance area. Managers would 
be appraised on an over-all or composite 
basis without detailed regard to the indi- 
vidual performance elements used in ap- 
praising field staff. Rather, the focus would 
be on broad aspects of methodology used 
by managers, the results achieved by them, 
strong and weak points in personal attri- 
butes, and on indicators of potential for 
growth toward higher management re- 
sponsibilities. 


MANAGERIAL USE OF APPRAISAL AND 
GUIDANCE DATA 


The fundamental objective in any staff 
appraisal system is top management action 
in producing efficient staff and performing 
timely correction of undesirable deviations 
from norm by staff members. Appraisal 
criteria and guides such as those presented 
in this paper will enable the management 
of an accounting firm to assemble the per- 
tinent facts necessary to chart the progress 
of its staff. 

It is advisable for a firm to establish a 
summary profile or progress record for 
each staff member. This record would in- 
clude typical personnel data covering edu- 
cation, employment prior to association 
with the firm, changes of classification dur- 
ing tenure with the firm, chronological list- 
ing of promotions, record of training (both 
within and outside of the firm), and a 
cumulative record of performance apprais- 
als. Appropriate underlying documenta- 
tion should be maintained to support the 
above. 

Individual progress records should be 
kept up to date and made available to 
various levels of management. Super- 
visors and other managers should use 
these records as working devices for staff- 
ing jobs, determining staff training needs, 
and for determining the specific staff 
members for whom training and develop- 
ment needs are greatest or most urgent. 

As an integral part of the appraisal sys- 
tem, programmed meetings should be held 
between the firm’s partners, managers, and 
supervisors in order to systematically re- 
view the over-all progress of the firm’s 
staff. Out of such review and discussions, 
a plan should be developed for specific ac- 
tion regarding: 


1. “exceptions,” i.e. particularly strong or 
weak staff members 
2. media and methods of special training and 
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development required for designated groups 
of staff 

3. implications of staff progress data with re- 
spect to promotions, needs for recruitment, 
etc. 


In general, programmed accumulation 
of staff appraisal data and systematic, 
thoughtful consideration by a firm’s man- 
agement of such data can result in the fol- 
lowing advantages: 

1. Staffing of individual jobs can be facilitated 
in that more reliable information is avail- 
able on the potential and the needs of indi- 
vidual staff members 

2. On job instruction and supervision can be 
focused more nearly on significant needs of 
individual staff members 

3. The content of off-job instruction can be 
refined to avoid duplication of instruction 
that can more easily and economically be 
given on-job. In addition, the selection of 
enrollees for the various types of off-job 
instructions can be directed more easily to 
the needs of individuals as well as to the 
needs of the firm 

4. Available skills and the requirements of 
special audit situations or assignments can 
be better matched. 


SUMMARY 


Leaders in the accounting profession 
have become increasingly concerned about 
the supply of broadly trained persons for 
top positions in accounting firms. Notwith- 
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standing, many firms have neglected to 
devise programs for systematic develop- 
ment of staff to assume the growing leader- 
ship responsibilities inherent in modern 
public accounting practice. Too often 
firms are made up of groups of specialists. 
This tends to narrow the individual staff 
member’s experience so that by the time 
he has progressed in the firm to where he is 
a candidate for top management responsi- 
bilities, it may be too late to give him the 
broad experience requisite for the execu- 
tive position. 

This paper has presented a broad format 
which might serve as a guide to a pro- 
grammed appraisal and guidance by ac- 
counting firms of staff member develop- 
ment. A periodic and orderly appraisal of 
staff members eliminates the hit or miss 
subjective way in which staff progression‘is 
plotted in many firms. 

It has been well stated that in a pro- 
fessional service, “jobs are people.” A 
planned program of staff appraisal and 
guidance will assure that able men be 
given opportunities to gain the sequential 
knowledge so necessary for progression to 
top decision-making positions. It will also 
assure a firm that its operational, training, 
and promotion policies will always be un- 
der adequate control. 
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THE TEACHING OF SOCIAL ACCOUNTING: 
A RESEARCH PLANNING PAPER* 


Mary E. Murpuy 
Associate Professor, Los Angeles State College 


Charles Morgan wrote about in his 

Liberties of the Mind is especially ap- 
parent in the field of social accounting. 
Morgan was emphasizing the fact that 
each specialization—financial, economic, 
scientific or administrative—has devel- 
oped its own language and symbols, with 
only a few specialists understanding them 
and a still fewer number able to communi- 
cate with other specialists across the 
boundaries of their own activities. 

It is incumbent on any person writing in 
the complex field of social accounting to 
make himself understood as to the nature 
and objectives of any research under- 
taken, the assumptions which lie behind 
the accounting, economic and mathemati- 
cal theory employed, and the conclusions 
reached, together with some estimate of 
the significance of these conclusions. A 
question, unsolved to date, is how to make 
social accounting understandable and in- 
teresting to college students, practitioners, 
and professors. 

The basic unity of the two disciplines— 
accounting and economics—which com- 
bine to produce and interpret national in- 
come data, stressed as vital by Lord 
Stamp in 1924, continues to elude practi- 
cal realization.' Economics and accounting 
have evolved quite independently of each 
other, with education, research, and publi- 
cation concentrated upon the exposition of 
the specialization concerned. This state of 
affairs was illustrated recently when a 
candidate sitting for a qualifying exami- 
nation set by the Institute of Chartered 


T: age of specialization which 


* This paper was presented at the annual meeting of 
the American Accounting Association, Philadelphia, 
August 31, 1956. 


Accountants in England and Wales re- 
ferred to a trade cycle as “a special kind 
of bicycle used generally by errand 
boys.” 

In the last ten years, the two fields have 
been drawn closer together, because pro- 
fessional accountants and _ professional 
economists increasingly utilize the same 
data in their work. Economists, for ex- 
ample, must express the findings they 
wish to teach or publish in quantitative 
terms, in many instances using raw ma- 
terials supplied by accountants. Basically, 
the economist’s approach to national in- 
come is motivated by his interest in human 
welfare, whereas traditionally the account- 
ant adheres to the record, reporting on 
matters of fact rather than of opinion or 
hypothesis. The difference in these em- 
phases means that accountants generally 
are more interested in the definition and 
statement of business income, while econ- 
omists devote their attention to national 
income. What is demanded now is that 
accountants broaden their concern to in- 
clude both business and national income. 

The highly technical literature on de- 
preciation policy and inventory valuation 
is sufficient to indicate that an unequivocal 
concept of either business income or na- 
tional income is scarcely possible under 
current conditions. In other words, an 
accountant or an economist frequently 
must outline his own set of definitions, the 
over-riding consideration being the useful- 
ness of the definitions, with the long-term 
aim of achieving greater uniformity. Ef- 
forts to reach this uniformity are clearly 
apparent in the publications of the United 
Nations on the reconcilement of national 
income of member countries. 
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In the development of useful accounting 
principles, the practitioner has not con- 
fned himself to transactions made within 
business enterprise. Instead, he has ex- 
panded his techniques and provided finan- 
cial facts which are useful to an under- 
standing of a wide variety of economic 
and social phenomena, including the rela- 
tionship between selling price and con- 
sumer demand; the problems of competi- 
tion; the effect of taxes, tariffs, and wages 
on costs and selling prices; the mainte- 
nance of inventories in times of changing 
price levels; and the programs of govern- 
ment price control. Accounting research in 
these areas has led to improved managerial 
policies designed to reach lower costs of 
production in order to set lower selling 
prices which, im toto, advance the national 
standard of living and increase work op- 
portunities. This research has contributed 
also to a better understanding of the basic 
economic structure, with the result that 
business enterprise has been able to func- 
tion not merely for the benefit of its 
owners, but in relation to the interests of 
the consumer, the investor, the worker, 
and the State. 

Thus, while the principles and proce- 
dures of accountancy have benefited private 
enterprise over the years, in recent times 
it has become increasingly apparent that 
accounting data promote the effective 
direction of the entire economy. The ma- 
jor possibility today for increasing the 
social usefulness of the profession lies in the 
development of business enterprise ac- 
counts with attention to the widest pos- 
sible use of these accounts, and the sum- 
marization of over-all figures covering 
capital employed, wages, costs, interest, 
and rent for use in the administration of 
the economy. Satisfactory discharge of this 
responsibility will necessitate closer co- 
operation between accountants and econ- 
omists, a better understanding of account- 
ing by economists, and additional training 


of accountants in the field of applied eco- 
nomics. 

In a brilliant analysis of the contribu- 
tion of Irving Fisher to the field of econo- 
metrics, Joseph Schumpeter pointed out 
that “economists habitually neglect to 
avail themselves of obvious opportunities 
(and) nothing is more illustrative of that 
attitude than is the neglect of nineteenth- 
century economists of the opportunities to 
learn from accounting and actuarial prac- 
tice, and in turn to try to rationalize it 
from the standpoint of economic theory.’”” 
Efforts to accomplish this objective are of 
recent origin and, in the main, they follow 
the lead given by John Canning’s volume, 
The Economics of Accountancy, published 
in 1929.3 

Generally speaking, practicing and 
teaching accountants have not devoted 
enough effort to the bold experiment of 
correlating their discipline with that of the 
many-faceted field of modern economics. 
They have failed to follow many of the im- 
portant, complex and fascinating new de- 
velopments in econometrics, input-output 
analysis, moneyflows, the matrix theory, 
resting accounts, and macro-economics— 
all of which have direct reference to ac- 
countancy.‘ Apparently accountants are 
immune to the argument that “national 
income statistics, whether for the purpose 
of exerting active influence on economic 
events or for passive adaptation to them,” 
to quote the U.S. Department of Com- 
merce which, since 1933, has been analyz- 
ing national income data, “are the most 
important single tool for orientation in the 
economic world.” These statistics, ad- 
mittedly, do not furnish direct answers to 
all of the economic problems involving 
their use; however, they do provide the 
relevant, and often indispensable, back- 
ground for arriving at intelligent solutions. 
This statistical background consists of a 
quantitative description of the structure of 
the economy over a number of years. The 


framework of this description is a social 
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accounting system which summarizes the 
transactions linking the economic units 
whose interrelation determines the func- 
tioning of the economy. 

There is a discernible tendency for the 
employment of mathematical methods in 
economics to increase, and much of the ad- 
vanced work in economic thought is now 
being presented in a mathematical form. 
This trend will be noted increasingly in ac- 
countancy in the future. In economics,the 
greatest development has occurred in the 
field of econometrics, a highly specialized 
branch of economics requiring both con- 
siderable mathematical aptitude and fa- 
miliarity with the application of advanced 
statistical technique. 

At the suggestion of a Committee on the 
Mathematical Training of Social Scien- 
tists, the Social Science Research Council 
sponsors eight-week Summer Institutes at 
several universities to assist economists to 
acquire a working knowledge of mathe- 
matics.’ The American Accounting Asso- 
ciation might well organize similar courses 
to acquaint its members with the wholly 
new techniques involved in social account- 
ing. Failing this, individual members of the 
Association should seek admission to one 
of the Institutes in the future. The Social 
Science Research Council also grants 
Faculty Fellowships to enable recognized 
scholars to pursue independent research; 
these grants are open to Association mem- 
bers who are trained in economics. 

The American Accounting Association 
should foster closer relations with this 
Council, perhaps seeking representation at 
its sessions on economic research. For ex- 
ample, the Council’s Committee on Eco- 
nomic Growth, under the chairmanship of 
Simon Kuznets of Johns Hopkins Univer- 
sity, recently concluded arrangements for 
an evaluation of long-run statistical data 
on the national income and its components 
in the United Kingdom, and for the re- 
view and revision of the national income 
series for Sweden from 1861 to 1930. Simi- 
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lar studies will be undertaken in Germany, 
Italy, and Norway. The Committee also 
collaborated with the International As. 
sociation for Research in Income and 
Wealth through preparation of papers for 
this body’s conferences in Italy in 1953 
and in Denmark in 1955. Research of the 
American Accounting Association in social 
accounting should not be carried out ina 
vacuum; ideally, closer alliance should be 
sought with research groups in this coun- 
try and abroad which are interested in en- 
larging the range and perfection of social 
accounting. As an interesting aside, Roy 
Harrod of Oxford University, late in 1954, 
made some stimulating comments on the 
Russian accounting systems, about which 
almost nothing is known, although rumor 
has it that a scheme of triple-entry has 
been developed behind the Iron Curtain‘ 

It is appropriate that social accounting 
be explored here at the Wharton School of 
Finance and Commerce, the oldest col- 
legiate school of business in the United 
States. It is also significant that the Co- 
Chairman of the Round Table is John A. 
Powelson of the International Monetary 
Fund, an institution which owes its in- 
spiration to Lord Keynes, the Eng- 
lish economist-teacher-civil servant, whose 
classic, General Theory of Employment, In- 
terest and Money, published in 1936, 
created a new approach to the study and 
practice of economics.’ 

Keynes’ General Theory is considered to 
be one of three volumes which have had 
the most profound influence on economic 
thought, the others being The Wealth of 
Nations and Das Kapital. In it, he pro- 
vided a theoretical argument for the use of 
State fiscal policy to promote full employ- 
ment, and developed categories which be- 
came the basis of modern social account- 
ing. It is in no small measure attributable 
to Keynes’ work that econometrics re- 
cently has expanded so rapidly, and that 
economists have concentrated so much 
fruitful attention on the analysis of the fac- 
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tors which determine total flow of output, 
employment and income. 

Twenty years ago, the predominant 
form of economic theory studied in the 
United States was neo-classical—the eco- 
nomic theories of Cassell, Jevons, Mar- 
shall, Menger, Pareto and Wicksell—pre- 
occupied with the allocation of productive 
resources through the central processes of 
value and distribution. Recent history, 
and especially Lord Keynes, stimulated 
the study of the determination of national 
income. Most current college and univer- 
sity courses in economics, money and 
banking, and business cycles are organized 
through a framework of social accounting. 
Similar frameworks have proved useful in 
the organization of parts of courses in pub- 
lic fnance, international economics, and 
industrial relations. These trends match 
technical writing on economics appearing 
in professional journals. The Keynesian 
national income approach has led many of 
the statistical agencies of the federal gov- 
ernment of the United States, as well as 
comparable agencies of other countries, to 
work out new series of data useful for 
social accounting which have been applied 
in numerous economics courses. To date, 
however, the national income approach 
has not similarly affected accounting in- 
struction. 

At the Talloires Conference on the Uni- 
versity Teaching of Economics, organized 
in 1951 by the International Economic 
Association with the help of UNESCO, it 
was emphasized that the national income 
concept, dealing both qualitatively and 
quantitatively with the real causes which 
determine the wealth of a nation—how it 
is produced, distributed and consumed— 
affords the best way of combining theory 
and reality.* It was apparent at the Tal- 
loires meeting that in countries which have 
to rely largely upon foreign economic pub- 
lications, teachers are handicapped by the 
fact that practical illustrations in text- 
books relate to conditions which are un- 


familiar to their students. This handicap 
can be remedied only by the preparation 
of an indigenous economic literature. A 
similar deficiency in American accounting 
instruction must be removed by the pro- 
vision of specialized texts and problems in 
social accounting. 

The transition from the old to the new 
in accounting education perhaps may be 
achieved here today, for this is exactly 
whatsocialaccounting demands—the adop- 
tion of a new approach, new techniques, 
and a wider range of vision. In his 1951 
Dickinson Lecture at Harvard University, 
Percival F. Brundage referred to account- 
ing conservatism, especially in the field of 
financial accounts, as a road-block in the 
path of professional evolution, arguing: 
“The scientist is always working with 
new media and is willing to modify a gen- 
eral principle, no matter how firmly 
adopted. Doctors are continually trying to 
find new medicines and new treatments 
for the ailments of their patients. We ac- 
countants will have to develop greater 
boldness and imagination if we are to 
tackle adequately the new problems that 
lie ahead of us.” One of these new prob- 
lems is how adequaelty to record national 
income through a system of social ac- 
counts, a system which admittedly is only 
in its infancy.® 

National income may be defined in vari- 
ous terms: First, as net national product, 
that is, the aggregate of the net values 
added originally in all branches of eco- 
nomic activity during a specified period, 
together with the net income from abroad; 
second, as the sum of distributive shares, 
namely, as the aggregate of income pay- 
ments accruing to the factors of produc- 
tion in a specified period, these payments 
taking the form of wages, salaries, interest 
and dividends, profits, rent, etc.; and 
third, as net national expenditure, that is, 
as the sum of expenditure on final con- 
sumption goods and services, plus domes- 
tic and foreign net investment, in a speci- 
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fied period, usually a year. All three defi- 
nitions lead to the same national income 
figure, provided that all constituent items 
are treated consistently in the three ap- 
proaches. Most countries have adopted 
national income at factor cost as their 
basic concept (for example, the United 
States, United Kingdom, France, and 
Canada). Others have taken domestic na- 
tional income at factor cost (Argentina, 
Australia, and Ceylon). A third group, in- 
cluding Sweden, favors gross national 
product. 

The term, “social accounting,” was first 
used by J. R. Hicks of Oxford University 
in The Social Framework: An Introduction 
to Economics, published in 1942. In the 
sense of the quantitative description of an 
economic system expressed relative to its 
constituent transactions suitably classified 
and aggregated, social accounting may be 
considered to have evolved from World 
War II. Under present conditions, it con- 
sists of the summation of the periodic fi- 
nancial data of a country’s individual eco- 
nomic units to show the results of that 
country’s economic activities for the pe- 
riod. Stated differently, a social account- 
ing system is a practical means of describ- 
ing what is taking place in an economy 
insofar as this can be expressed in terms of 
transactions between a set of accounts 
drawn up on double entry principles. 

If social accounts can be obtained for a 
number of time periods or geographic 
areas, the problem arises of expressing 
them in relation to the prices ruling in a 
single period or area. Developed mainly as 
a record of actual transactions, social ac- 
counting today frequently includes a num- 
ber of imaginary transactions. For ex- 
ample, an imputed rent is added to the in- 
come and expenditure of owner-occupiers, 
income-in-kind is added to the cash wages 
of employees, and the value of self-con- 
sumed produce is added to the income and 
expenditure of farmers. 
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A system of social accounts provides an 
historical record of the community’s eco- 
nomic operations, measures the efficiency 
with which the community’s economy 
operates, and affords a periodic inventory, 
namely, an indication of the economic 
position of the community. These three 
functions correspond to those of business 
accounting, the chief difference being that 
business accounting is conducted exclu- 
sively on one level which is set by the legal 
structure of the locale. Social accounting, 
on the other hand, must be calculated on 
two levels: First, the combination of exist- 
ing accounts in accordance with prevailing 
business methods, and second, the combi- 
nation in recasting of these accounts to 
conform with a set of standard rules de- 
rived from economic theory. The two 
levels are designated “national business 
accounting” and “national economic ac- 
counting.” They coexist at any given time. 
A social accounting system may group 
transactions either by characteristics of the 
real flows or by characteristics of the finan- 
cial flows—the former as goods and ser- 
vices, the latter as economic claims in a 
wide sense.!° A real system is demanded in 
cases where the social accountant is con- 
cerned with the interconnection of the 
output and input of goods and services or 
one branch of the domestic economy with 
another, or with foreign countries. One of 
the early discussions of the real system 
was provided by Wassily Leontief of Har- 
vard University, because his aim was to 
apply the theory of equilibrium to a study 
of interrelations as revealed through co- 
variations of prices, output, investments, 
and income.” The combination of the real 
and the financial approaches is highly de- 
sirable; it was first proposed by Odd Auk- 
rust of the Oslo Central Bureau of Sta- 
tistics.” 

Dr. Raymond W. Goldsmith, formerly 
Chairman of the Executive Committee, 
Conference on Research in Income and 
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Wealth of the National Bureau of Eco- 
nomic Research, has summarized the use of 
national balance sheets in general and na- 
tional wealth estimates in particular as in- 
cluding the following: (1) Analysis of com- 
position of tangible assets for an entire 
economy or for certain sectors; (2) an- 
alysis of combined and consolidated bal- 
ance sheets of different groups of ultimate 
and intermediate economic units and of 
typical balance sheets of their members, in 
order to ascertain the relations between 
asset structure and economic behavior; (3) 
distribution of national wealth among 
members of the community; (4) compari- 
son between ownership and management 
of tangible and other assets; (5) velocity 
of turnover of property; (6) deviation of 
indices of capital density, that is, amount 
of capital per head or per employed per- 
son; (7) analysis of rate of growth; and (8) 
comparisons of war losses, or similar drafts, 
on national capital. 

The various British White Papers on 
National Income and Expenditure and 
the development of the Department of 
Applied Economics at Cambridge Univer- 
sity may be attributed largely to Maynard 
Keynes’ conviction that quantitative 
knowledge, if properly related to economic 
theory, can be highly significant in the dis- 
cussion of issues of economic policy.” In 
recent years, increased attention has been 
given to the economic effects of the wide- 
spread adoption of progressive social pro- 
grams influenced by the Beveridge Re- 
port.'* One of the most interesting of these 
is the redistribution of income between 
different income groups and social classes. 
National income series of data are fre- 
quently used today, also, to portray a 
country’s economic performance over a 
span of years, or to compare economic per- 
formance between countries as of a par- 
ticular year. 

The present generation of accountants 
owes a debt of gratitude to early re- 


searchers in national income and in social 
accounting. Into each piece of work went 
care in the construction of a logical argu- 
ment, skill in the summarization of evi- 
dence, and impartiality in the application 
of findings. Among the pioneers may be 
mentioned: 


Wesley Clair Mitchell of Columbia University 
who held the major role in forming the National 
Bureau of Economic Research in 1920 “to ascer- 
tain and to present to the public important eco- 
nomic facts and their interpretation in a scientific 
and impartial manner,” who became the Bureau’s 
first Director of Research, and initiated the first 
study of national income and its distribution. 


Simon Kuznets of Johns Hopkins University, the 
leading American authority on analysis of na- 
tional income statistics, who has written on every 
phase of the subject since 1933, summing up his 
findings in a volume published in 1946. Kuznets 
assisted in the first volume of the U. S. Depart- 
ment of Commerce compilation of national in- 
come, started in 1933, and has been active in the 
annual sessions of the National Bureau’s Confer- 
ence on Research in Income and Wealth scheduled 
since 1936. 


Morris Copeland of Cornell University, who dis- 
played original research in his conception of 
moneyflows, a technique which has provided new 
tools to the Federal Reserve Board in its study 
of the relation between credit and economic sta- 
bility. 

Raymond W. Goldsmith, leading American 
authority on national wealth statistics, who re- 
cently completed a volume titled A Study of 
Saving in the United States, and now is engrossed 
in a three-year project to assess Soviet Russia’s 
output over the past thirty years, an inquiry 
financed jointly by the National Bureau and the 
Rockefeller Foundation. 


Both Copeland and Goldsmith have 
completed distinguished research and writ- 
ing in the field of social accounting."® The 
former believes that, in spite of obstacles 
immediately ahead, confidence can be ex- 
pressed in the long-run objective—the de- 
velopment of a rounded, accrual, social ac- 
counting portrayal of the condition and 
operation of the American economy; a con- 
solidated national balance sheet and sup- 
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porting sector sheets; and a consolidated 
product account with supporting sector 
accounts. 

Across the Atlantic, the names of cer- 
tain advocates of national income data 
and social accounts come to mind. These 
include Sir Arthur Bowley, who devoted 
forty years to the study of British national 
income; Colin Clark, who in National In- 
come and Outlay, published in 1937, made 
the first attempt to prepare a comprehen- 
sive balance sheet of incomes and outlays; 
Phyllis Deane and her colleagues at the 
National Institute of Economic and Social 
Research, who have made extensive ex- 
amination of the social accounts of the 
Colonies; Richard Stone, formerly Direc- 
tor of the Cambridge Department of Ap- 
plied Economics and now Leake Professor 
of Finance and Accounting at that institu- 
tion; and F. Sewell Bray, Chartered and 
Incorporated Accountant, holding the 
Stamp-Martin Professorship at Incorpo- 
rated Accountants’ Hall.'® 

On the Continent, a number of active 
researchers can be found: In France, 
Francois Perroux at L’Institut de Science 
Economique Appliquée; Jan Tinbergen of 
the Rotterdam School of Economics; Rag- 
nar Frisch of the University Institute of 
Economics in Oslo; Erik Lindahl of Upsala 
University; and Einar Dahlgren of Stock- 
holm."’ The foreign list could be expanded 
to include other scholars in Australia, 
Belgium, Germany, India, Israel, Italy, 
Japan, Spain, Switzerland, and Turkey. 
Finally, the publications of the United Na- 
tions and the Organization for European 
Economic Cooperation may be men- 
tioned.’* It is truthful to declare that there 
is an international movement in national 
income analysis and social accounting, but 
just as truthful to add that few account- 
ants play an active role in it. 

In 1949, Richard Stone constructed a 
social accounting system consisting of five 
sectors (enterprises, households, govern- 
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ment, labor, and lending), and three ae. 
counts (the production or operating ac. 
count, the consumption or appropriation 
account, and the adding-to-wealth or rest. 
ing account), and worked out a numerical 
example in detail based on British official 
statistics for 1948. This system gave a tre- 
mendous impetus to social accounting both 
in Britain and overseas. 

Under the standardized system of goy- 
ernmental accounting suggested by the 
Organization for European Economic Co- 
operation, a country’s business and trading 
activities are classified into relevant groups 
called “flows,” which are integrated intoa 
complete system of accounts and tables. 
The accounts, six in number, correspond 
approximately to the ordinary financial 
statement, except that they are divided 
into the three sectors of the national 
economy represented by business enter- 
prises, by general government, and by pri- 
vate households and private non-profit 
enterprises. Details of these accounts are 
elaborated in a series of ten standard 
tables. In a more modified form, social ac- 
counting was first introduced by the 
OEEC in 1950, and was found to be a most 
valuable instrument in the preparation of 
international financial statistics, for both 
economic analysis and policy formation. 

For Americans who are trained in eco- 
nomics as well as in accounting, the pau- 
city of research by accountants in social 
accounting, and the lack of interest in the 
teaching of social accounting, again by ac- 
countants, are difficult to explain. Ad- 
mittedly, this highly technical field de- 
mands an understanding of accounting and 
economic techniques and a working knowl- 
edge of statistics. A field in which the ac- 
countant has special competence both as 
a practitioner and as a teacher—that of 
national income—has fallen by default 
within the province of the economist. It 
must be reiterated that it is the economics 
profession which has made notable contri- 
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butions to the calculation and the inter- 
pretation of income data for both mature 
and underdeveloped countries. In the end, 
the present state of affairs can lead only to 
the enhancement of economics as a theo- 
retical and practical tool, and to the charge 
that the accounting profession has failed to 
recognize the great opportunity of apply- 
ing its techniques, now devoted to business 
enterprise, to national income data. Much 
of the raw material which enters into De- 
partment of Commerce statistics comes 
from accounting systems and, after verifi- 
cation and coordination, forms the basis of 
decisions by the President’s Council of 
Economic Advisers, the Federal Reserve 
Board and other governmental agencies, 
and by business companies, labor unions, 
and business analysts. 

In his volume on the history of English 
accountancy, Nicholas A. H. Stacey 
stresses that ‘“‘a peculiar characteristic of 
the accountancy profession has been its 
policy of preoccupation with the present 
to the detriment of the future,” and that 
“little emphasis has been placed upon the 
need to explore and define the multiplicity 
of uses to which accountancy can be 
put.’”* In contrast, the results of research 
made by economists have emerged in the 
form of ever-increasing reliable quantita- 
tive data on the development and current 
functioning of the American economy. It 
is much to be hoped that in the near future 
accountants—teachers and practitioners 
alike—can view their contribution to hu- 
man welfare and to national and interna- 
tional prosperity with equal pride. How- 
ever, this will require much greater aware- 
ness of the social aspects of accountancy 
than has so far been achieved. 

The transformation of the dilettante at- 
titude toward social accounting, which has 
been the teaching profession’s role to date, 
to a full-blown recognition that this phase 
of accounting properly falls within the 
province of university curricula, and that 


members of this Association can retrain 
themselves to teach it and to write about 
it, represents an essential step in the evolu- 
tion of accountancy from a craft to a sci- 
ence. Full credit must be given to the past 
efforts of members of the Association’s 
Committee on National Income Account- 
ing, which was organized in 1948, to Eric 
L. Kohler’s accomplishments as first Com- 
mittee Chairman, and to various writers 
on the subject whose papers have been 
printed from time to time in THE Ac- 
COUNTING REviEw.” It may be justifiably 
contended, however, that few practitioners 
or professors in this country have pursued 
the topic of social record-keeping ener- 
getically, comprehensively and contin- 
uously. Most accountants have been quite 
content to let their colleagues in econom- 
ics, econometrics and statistics write ar- 
ticles, monographs and books in which not 
a single footnote is incorporated acknowl- 
edging the assistance of an accountant, 
and not a single quotation is made from an 
accountant’s treatise. 

Much the easiest course is for teachers to 
continue to concentrate on traditional ac- 
counting principles. Yet the eloquent 
statement of a mid-Victorian educator on 
the correlation of good scholarship and 
good teaching bears repetition: “He who 
learns from one occupied in learning, 
drinks of a running stream. He who learns 
from one who has learned all he has to 
teach, drinks ‘the green. mantle of the 
stagnant pool.’ ” When the speaker was 
preparing an extensive bibliography on 
social accounting, corresponding with pro- 
ponents of national income theories in 
various lands, and writing a hundred-page 
manuscript from which these remarks have 
been taken, all of which consumed the 
greater part of six months, the main urge 
was the dream that motivates every em- 
piricist—the desire to advance knowledge 
in one’s field beyond its present limita- 
tions. But the pioneer spirit of research in 


637 
C€ ac. | 
1g ac. 
lation 
r rest. 
erical 
ficial 
a tre- 
both 
| 
y the 
c Co- 
ading 
roups 
ntoa 
ables. | 
pond 
ncial 
vided 
ional | 
nter- | 
y pri- 
rofit 
S are 
dard 
ac- 
the 
most 
yn. of 
both 
n. 
eco- 
pau- 
ocial 
the 
ac- 
Ad- 
de- 
and 
owl- 
ac- 
h as 
t of 
ault 
. It 
nics 
\tri- | 


638 The Accounting Review 


social accounting flourishes less vigorously 
today in the United States than in Great 
Britain and certain Continental countries. 
It is the small flicker of inspiration which 
must be fanned into a dynamic force 
by the American Accounting Association 
through the conception of a research pro- 
gram similar to that now being concluded 
in price levels, with the aim of reviewing 
every phase of the subject of national in- 
come and of making proposals on social ac- 
counting applicable to the needs of the 
American economy. 

It is interesting to note that, although 
the American Institute of Accountants for 
a number of years has been represented on 
the Board of the National Bureau of Eco- 
nomic Research, the American Account- 
ing Association has no similar tie with the 
Bureau.” It is patent that closer liaison 
between the Bureau and this Association 
should be sought. 

The International Association for Re- 
search in Income and Wealth was organ- 
ized in 1947 to pursue research in “‘the defi- 
nition and measurement of national in- 
come and wealth, social accounting and its 
use in economic budgeting, international 
comparisons and aggregations of national 
income and wealth, and problems of 
statistical methodology connected there- 
with.’ This body is composed solely of 
scholars actively engaged in the fields of 
interest just stated, with each member par- 
ticipating in his individual capacity, and 
regular sessions scheduled in various parts 
of the world. The five volumes of bibliog- 
raphy prepared by the International As- 
sociation are indispensable aids to research 
in social accounting experiments by gov- 
ernments of many lands.” Another society 
working in the same field is the Interna- 
tional Economic Association, formally es- 
tablished in Monaco in 1950 by forty econ- 
omists from fifteen countries.™ 

The International Seminar on Input- 
Output Analysis, recently sponsored by 


the University of Pisa in cooperation with 
the European Office of the United Nations, 
attracted a distinguished group of aca- 
demic and governmental economists and 
statisticians from Austria, Belgium, Den- 
mark, France, Great Britain, Israel, Italy, 
Norway, the Netherlands, the United 
States, and Western Germany; and repre- 
sentatives from the European Office of the 
UN, OEEC, the Coal and Steel Com- 
munity, UNESCO, and the Bank for 
International Settlements. There has 
been a veritable reflowering of economic 
thought on an international basis during 
the last decade. Many Americans are not 
aware of this renaissance, but it is not too 
far-flung a goal for the American Account- 
ing Association to consider the sponsorship 
of a seminar in social accounting on either 
a national or international level when its 
researches in this field justify the assump- 
tion of so positive a role. 

In discussing the international flow of 
accounting thought, the exchange of uni- 
versity staffs overseas has a more signifi- 
cant part to play in the future than it had 
in the past; to date this exchange has been 
effected largely under the auspices of the 
Fulbright Commission. Much value also 
would be gained if some member of the 
American Accounting Association were to 
have the opportunity of working as an 
Associate for a year at the National Bu- 
reau of Economic Research, acquiring in- 
come assessment techniques not incorpo- 
rated in textbooks, or of participating in 
Cambridge University’s study of regional 
social accounts, Colonial social accounts, 
the moneyflow system of accounting, and 
the use of sample surveys in constructing a 
set of social accounts.”” These projects 
might be cosponsored by the Social Sci- 
ence Research Council, the National Bu- 
reau of Economic Research, or the Rocke- 
feller Foundation under their existing pro- 
grams to enhance teaching effectiveness 
through experience in actual situations. 
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The countries in which the college 
courses in national income analysis are 
best established are Great Britain, India, 
Sweden, and the United States. These 
countries have also made the most impor- 
tant contributions to the growing litera- 
ture of the field. By 1947, national income 
curricula had been introduced in most 
American universities, with extensive use 
made of a volume, The Social Framework 
of the American Economy, written by J. R. 
Hicks and A. G. Hart and published by 
the Oxford University Press in 1945; a new 
edition is just off the press. The greater 
part of this volume centers upon social ac- 
counts, with the authors maintaining that, 
after a groundwork in these accounts has 
been mastered, the student will be able to 
turn to the theory of value with a clear 
conception of what he wishes to obtain 
from it. The authors emphasize: “It is only 
as a result of the great advances made in 
social accounting during the last twenty 
years that it has been possible to write a 
book like this which concentrates on the 
‘anatomical side’; the ‘physiological side’ 
was developed earlier, and most elemen- 
tary books follow the earlier tradition.” 
By the “anatomical” approach, Hicks 
meant a consideration of the body eco- 
nomic in contrast to the “physiological” 
approach, namely, consideration of the 
way in which the economic system works. 

Other volumes concentrating on the na- 
tional income approach to economics 
which would prove valuable to an instruc- 
tor developing a course in social accounting 
are National Income Accounts and Income 
Analysis, by Richard Ruggles of Yale 
University and his wife (New York: Mc- 
Graw-Hill, 1956); Economic Accounting, 
by John A. Powelson (New York: Mc- 
Graw-Hill, 1955); National Income and 
Social Accounting, by Harold C. Edey and 
Alan T. Peacock (London: Hutchinson’s 
University Library, 1954); and Principles 
of National Income Analysis, by Carl S. 


Shoup of Columbia University (Boston: 
Houghton Mifflin, 1947). 

A questionnaire circulated by the Amer- 
ican Economic Association’s Committee 
on Teaching of the Elementary Economics 
Course requested information on the “na- 
tional economic approach.” It was appar- 
ent from replies that no agreement had 
been reached by economists on the mean- 
ing of this phrase. To some, this approach 
is the infusion of social accounting into the 
stream of traditional neo-classical theory. 
The primary materials are the size, varia- 
tion and component elements of the gross 
national product. Under this approach, the 
student is taught to differentiate such con- 
cepts as national income, personal income, 
gross national product, net national prod- 
uct, and aggregate expenditures. He learns 
to break down aggregate expenditures into 
consumer expenditures, investment ex- 
penditures, and government expenditures. 
All of this provides a new orientation to the 
basic course in economics, but integration 
with the traditional content is not too dif- 
ficult. 

However, a growing number of teaching 
economists contends that a much more 
fundamental issue is at stake, namely, 
emphasis upon aggregate, or full-employ- 
ment, economic theory at the introductory 
college level. These economists move far 
beyond an elaboration of social accounting 
into an analysis of the determinants of na- 
tional income and the channel of its fluc- 
tuations. They stress the level of total 
spending as determined by the interplay 
of the forces of saving and of investment. 
An example of this approach is Economics: 
An Introductory Analysis, by Paul A. 
Samuelson of Massachusetts Institute of 
Technology (New York: McGraw-Hill, 
1955). 

The questionnaire of the American Eco- 
nomic Association called attention to the 
viewpoint of the first group, the national 
income approach, and to the second, the 
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national income determination-full em- 
ployment approach. Of 85 replies received 
from instructors in institutions of higher 
learning, sixty-six reported that they used 
some form of the national income ap- 
proach, twenty-six classified their course 
as of the social accounting type, and forty 
stated that the national income determi- 
nation-full employment method best de- 
scribed their practice. If the sample is re- 
liable, the majority of current college 
courses in elementary economics use some 
form of the national income approach. 

No source of information exists as to 
courses in social accounting offered by uni- 
versities and colleges in the United States. 
A sample examination of catalogues of 
these institutions revealed a one-year 
course of four hours offered at New York 
University under the title, Our National 
Accounts. The first semester of this course 
bears the sub-title Trends in Income and 
Operating Statements, while the second 
semester is described as Trends in the Bal- 
ance Sheet.* At Colgate University, social 
accounting is taught as part of the cur- 
riculum in economics, money and banking, 
and advanced economic theory, while at 
Queen’s University, Kingston, Canada, 
three weeks’ instruction in social account- 
ing is introduced in one senior professional 
course. 

At the London School of Economics, a 
course in National Income and Capital de- 
votes some attention to national balance 
sheets; another considers economic and 
social problems from the statistical view- 
point, making special reference to social 
accounting.”® At the University of Liége 
(Belgium), the first examination in eco- 
nomic theory covers the theory of balance 
sheets (both for nations and for private 
enterprise), while for the second examina- 
tion emphasis is placed on the theory of 
econometrics. In Western German univer- 
sities, extensive attention is devoted to the 
British edition of the Hicks and Hart vol- 
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ume already referred to. In India, the uni- 
versity course in economics plays an im- 
portant role in examinations of the Insti- 
tute of Chartered Accountants. One Eng- 
lish society, the Association of Certified 
and Corporate Accountants, has included 
economics in its qualifying examinations 
since 1922. An economics paper is given 
also by the New Zealand Society of Ac- 
countants. 

Little would be gained by sending a 
questionnaire to American universities and 
colleges requesting descriptions and aims 
of courses in social accounting, as up to the 
present time this subject has been pre- 
sented only in correlation with other 
phases of economics, for example, theory, 
money and banking, and business cycles, 
So far, attention has been concentrated on 
the calculation of national income, the 
analysis of differences in income between 
countries, and the construction of social 
accounts to record data and to serve as 
the basis for economic policy. The Ameri- 
can Accounting Association could make a 
national as well as an international contri- 
bution to an understanding of the many 
theories and techniques which compose a 
social accounting system by outlining a 
course of study in this field. 

No one should attempt to teach social 
accounting unless he has completed a pro- 
gram of self-education in the theory and 
practice of the new field. This implies wide 
reading of American, English, and foreign 
publications, many of which are not gen- 
erally found in accountants’ libraries, and 
most of which are expressed in terminology 
unfamiliar to accountants. It is possible 
that the Association’s Committee on Na- 
tional Income Accounting should prepare 
digests of outstanding papers, eventually 
incorporating them in a volume of readings 
in social accounting. A series of readings in 
various phases of the social sciences is al- 
ready available. Several years ago, the 
American Economic Review initiated the 
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practice of listing publications and Ph.D. 
dissertations under the classification, ““Na- 
tional Income and National Income Ac- 
counting.”’ A similar classification is ob- 
served in the Register of International Re- 
search in Accounting, published by the 
Research Committee of The Society of 
Incorporated Accountants, and in the 
Register of Research in Progress or in Plan, 
issued annually by the National Institute 
of Economic and Social Research (of Lon- 
don). 

Proper development of a curriculum in 
social accounting also would require prepa- 
ration of problem and case materials and, 
especially, of a handbook on empirical 
techniques valuable for research in, and 
the teaching of, social accounting. The 
Association might sponsor a monograph on 
these techniques as a guide to its members 
who wish to extend their teaching compe- 
tence, and also to social scientists not 
trained in higher accountancy. As one ex- 
ample, a volume on the teaching of eco- 
nomic history is now being written by a 
committee of the Economic History As- 
sociation. 

It is foreseen that the American Ac- 
counting Association must take the initia- 
tive in urging other societies, such as 
the American Economic Association, the 
American Institute of Accountants, and 
various social science bodies, to schedule 
papers on social accounting at their an- 
nual meetings. The AAA will need also to 
pursue an active research program in social 
accounting, preferably requesting sup- 
port from the Guggenheim or Rockefeller 
Foundation and the Social Science Re- 
search Council, in the last instance enlist- 
ing the Council’s assistance in organizing a 
research seminar on the concepts and 
procedures in this field. 

As a coordinating agency, the AAA 
should maintain a Committee on Social 
Accounting for five years—the period 
which the American Economic Association 
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found to be necessary for the assessment 
of the undergraduate and graduate teach- 
ing of economics.*® It is suggested that the 
title of the Committee be changed from 
National Income Accounting to Social 
Accounting to endow its activities with 
broader scope. This Committee should be 
composed largely of Association members 
who are vitally interested in social ac- 
counting, but in the future it should in- 
clude representatives of other bodies con- 
cerned with the refinement of the tech- 
niques of national accounting, as for ex- 
ample, the American Institute of Account- 
ants, the American Economic Association, 
the National Bureau of Economic Re- 
search, the American Econometric So- 
ciety, the Brookings Institution, the 
Cowles Commission, the Committee for 
Economic Development, the Twentieth 
Century Fund, and the International As- 
sociation for Research in Income and 
Wealth. If it were found by the Chairman 
of the AAA Social Accounting Committee 
that insufficient progress was being made 
in outlining research and teaching tech- 
niques, the Executive Committee of the 
American Accounting Association should 
be asked to consider the conception of a re- 
search project similar to the recent pro- 
gram on the effects of price level changes 
on financial statements. 

One important goal of the Association’s 
Committee would be to secure the intro- 
duction of courses in social accounting in 
the senior or graduate year at several insti- 
tutions of higher education. For the pres- 
ent, probably, responsibility for these 
courses would be shared by accountants 
and economists but, eventually, they 
would fall within the accounting depart- 
ments of these institutions. Another ob- 
jective would be the encouragement of 
students, especially promising graduate 
students, to major in social accounting; an 
end-product would be the training of fu- 
ture teachers of this subject. 
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To date, accountants have not partici- 
pated in the research programs of social 
science organizations; nevertheless, it is 
believed they have a special contribution 
to make in social accounting. When it is 
recalled that Alfred Marshall, writing in 
1885, pointed out that “economics is not a 
body of concrete truth, but the engine for 
the discovery of concrete truth,” it is appar- 
ent that accountancy can hold a signifi- 
cant position in the advancement of eco- 
nomic science and, conversely, that eco- 
nomics can promote the improvement of 
accounting technique." The pioneering 
period of social accounting is open equally 
to accountants and economists. The pool- 
ing of thought, such as occurs at Cam- 
bridge University where scholars merge 
their ideas into a common amalgam, stim- 
ulates critical and positive action and ex- 
erts anonymous influence far beyond the 
confines of the ivory tower. This approach 
has much to recommend it in the proposed 
research project. And there is not a mo- 
ment to be lost, for unfortunate circum- 
stance may rob the present generation of 
accountants of the accomplishment of a 
schema of social accounting as the death of 
Joseph Schumpeter robbed the world of 
the detailed section on national income 
and social accounting projected for his 
History of Economic Analysis. 

If an effort is not made by the American 
Accounting Association to accomplish the 
program recommended in this paper, 
teaching, research and publication in social 
accounting will continue, as at present, to 
be carried out by economists. Under such 
a situation, in the speaker’s opinion, many 
of the most promising young men and 
women will turn from the study of ac- 
counting to a study of a combination of 
accounting and economics, with emphasis 
on the latter. This trend is already appar- 
ent in many American, Canadian and 
English universities and colleges. If the de- 
sired effort is not made, the accounting 


profession, already reeling under several 
recent body blows, will miss a great oppor- 
tunity of enhancing its prestige as an ac. 
tive participant in national income data 
collation and interpretation. 

Although there is widespread recog. 
nition in individual countries and in the 
United Nations today of the advantages of 
an accounting form of presentation for 
practical administrative purposes, it is 
less generally accepted that the profes- 
sional accountant should be asked to co- 
operate in a field which has previously 
been the preserve of the economist and the 
statistician. Great possibilities are en- 
visaged, however, from the application of 
the accounting approach not only to the 
solution of conceptual problems and ques- 
tions of presentation of national income 
data, but also to the whole field of the col- 
lection and application of these data. 

Gradually the conviction will permeate 
the accountant’s mind that he can no 
longer afford to ignore the important field 
of social accounting. In the opinion of F. 
Sewell Bray, if he does not enter this field, 
“he refuses to recognize that the account- 
ing profession has any sense of mission, 
and, as a mere technical expert, he must 
remain content with the conservative and 
narrow confines of the mechanism of his 
craft.”™ 

The unique position of the American 
Accounting Association as a body con- 
cerned with teaching objectives designates 
it as the proper agency for securing imple- 
mentation in college curricula of the new 
concepts of social accounting. But it must 
be remembered that any new conceptual 
scheme, such as social accounting, in- 
evitably necessitates the abandonment of 
out-dated ideas as well as the adoption of 
the scholar’s empirical approach to novel 
theories. A decade ago, products such as 
steel and wheat were all-important in the 
American economy. In the next decade, 
social accounts may become the basic ele- 
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ment in America’s and the world’s pros- 
perity. Admittedly, social accounting does 
not provide all of the statistical informa- 
tion which may be needed for economic 
analysis and planning, but, in view of pres- 
ent and probable future development in 
this area of accountancy, it possesses the 
potentiality of becoming the chief com- 
ponent of economic strategy. 

On the eve of his eightieth birthday, 
George O. May stated: “It is a sign of ma- 


1In Studies in Current Problems in Finance and 
Government, London, P. S. King, 1924, p. 25, Lord 
Stamp stated: “If out of every five young accountants 
who ‘take an interest in economic and social questions’ 
only one will deny himself the more exciting pleasure of 
debating societies, parliaments, or the grateful tem- 
tures of public platform exposition, where general- 
ities are dealt in and acuteness of intellect promoted, 
and that one will pursue the more prosaic task of es- 
tablishing exact knowledge by passing in review the 
data that come before him in his profession, and pre- 


Econometrica, July 1948, in ay joo A., 
Ten Great Economists from Marx to " 
Oxford University Press, 1951, pp. 222-238. 

+ Published by The Ronald Press Co. 

‘Econometrics has been defined by Professor Jan 
Tinbergen of Holland as “the name for a field of science 
in which mathematical-economic and mathematical- 
statistical research are applied in combination.” See 
his Statistical Test of Bustiness-Cycle Theories, 1919-32, 
League of Nations Economic Intelligence Service, 
Geneva, 1939. 

Input-output analysis is covered by a volume en- 
titled In put Analysis: An Appraisal, issued for 
the National Bureau of Economic Research by the 
Princeton University Press, 1955. 

Professor Morris A. Copeland completed an ex- 
haustive investigation of moneyflows in the United 
States, A Study of Moneyflows in the United States, 
New York, National Bureau of Economic Resea 
1952. Professor Wesley C. Mitchell once remark 
that the moneyflow system might be as popular with 
economists of the next generation as GNPs with econ- 
omists of this generation. 

The matrix theory is discussed by Mr. E. First in 
oe rag of Economics and Statistics, February 1955, 
pp. 


Resting accounts are discussed by Professor F. 
Sewell Bray in The Measurement of Profit, London, 
Oxford University Press, 1953. 

Macro-economics is concerned with national in- 
come, national consumption and investment, quantity 
of money, employment, and interest rates. In contrast, 
i analysis of individual price de- 


momics is an 


turity to admit the magnitude of your un- 
solved problems and to organize effec- 
tively for their solution.” The speaker 
urges the profession to reject its present 
parochial attitude toward social account- 
ing, and the teaching members of the pro- 


fession to sponsor a positive program to 
stimulate study, research and publication 
in every phase of national and inter- 
national social accounts. 


termination. A chasm separates these two fields of 
economic theory today. 

5 The Mathematical Institutes scheduled by the 
Social Science Research Council were held at Michigan 
and Stanford Universities in 1955, with an enrollment 
of thirty attending an eight-week session; they were 
organized at the suggestion of a Committee on the 
International Training of Social Scientists which has 
functioned for some time. This Committee includes 
representatives from the following associations and 
societies: American Anthropological Association, 
American Economic Association, American Educa- 
tional Research Association, American Farm Eco- 
nomic Association, American Political Science Asso- 
logical Association, American 


counts; because, after all, beneath all the great panoply 
of s and ideologies, when you get down to the 
hard facts of life and of accountancy, there must be 
similar methods and similar problems. When you get 
down to accountancy, whatever the top crust of the 
ideology in your economy is, I think that, if there would 
be an interchange of information and study of account- 
ancy methods, that would reveal common interests and 


Italian work by Giovanni di Bianchi, but no aoe the 


eyn 

States by Harcourt, Brace & Co. Also see Harris, Sey- 
mour E., John Maynard Keynes: Economisi and Policy 
Maker, New York, Charles Scribners’ Sons, 1955; and 
Hansen, Alvin H., A Guide to Keynes, New York, Mc- 
Graw-Hill Book Co., 1953. 
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1 no cient of correlation which will have a definite meaning 
fiel to us, then in a decade economic science will have an 
eld exactness and a precision that it lacks today.” Sociological Society, American Statistical Association, 
of F: “Irving Fisher’s Econometrics,” reprinted from Econometric Society, Institute of Mathematical Sta- 
held tistics, Mathematical Association of America, and 
eid, Psychometric Society. 
: ciation of Certified and Corporate Accountants in 
sion, London late in 1954, Professor Harrod stated: “There 
nust is need for research, the endowment, for instance, of a 
and research scholar to make a visit to look at Soviet ac- 
his 
ican 
con- 
ates 
le- common problems, and show ail things are the same at 
P base although their superficial appearance may be dif- 
new ferent.” 
nust The original copy of what is believed to be the earli- 
am est book in England on bookkeeping has recently been 
tual traced in Russia. The volume, published in 1547, was 
in- the English translation of a book which first appeared 
in 1543 in Dutch, the work of Jehan Ympyn Christoffells 
t of who stated that his book was itself a translation of an 
ovel book has been placed in the British Museum. 3 
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§ The of the Talloires Conference were 
published by UNESCO (agent in the United States, 
Columbia University Press) as The University Teaching 
of Social Sciences: Economics, 1954. Representatives of 
universities in Belgium, Egypt, France, Germany, Indi 
Italy, Mexico, Sweden, United Kingdom, the Uni 
States, and Yugoslavia attended the Conference. 

* An editorial comment on this new field in The Ac- 
countants Journal, London, July 1955, concluded: “It 
would indeed be rash to attempt to forecast the develop- 
ments which may take place in this particular branch of 
accounting during the forthcoming era. Neither account- 
ants nor even economists can claim to be able to control 
with certainty the flow of investment, the level of pro- 
duction of capital and consumer goods i in such a way 
that the company will remain buoyant and yet efficient. 
However, if, with the memory of the inter-war depres- 
sions and the resultant suffering arising from unemploy- 
ment, in assisting economists by providing them with 
the necessary information in order to prevent violent 
fluctuations in the economy, then surely there is a 
and  Tewarding field in this direction.” 

10 This is discussed further by A. L. Gaathon, “A 
Real-Financial System of Social Accounting,” Review 
of Economics and Statistics, February 1953, pp. 1-19. 

1 The Structure of the American Economy, 1919-1939, 
New York, Oxford University Press, 1951. 

2 In The Review of Economic Studies, Volume XVI 
(3), No. 4, pp. 170-188. 

is Before the 1941 British Budget, the treasury had 
confined itself to for actual, known transactions. 
That budget, at the suggestion of Lord Keynes, in- 
cluded estimates, and certain figures had to be obtained 
by the method of difference from other estimates. In his 
book, The Life of John Maynard Keynes, ee Mac- 
millan, 1952, Roy Harrod states: “This kind of national 
income accounting has come to be regarded as the es- 
sential tool of any economic planning, whether of an 
Individualist or Socialist variety, and other nations 
have followed Britain in presenting such accounts. The 
initiative must be attributed to Keynes, but for whose 
active interest the compilation would not have been 
made and published at that time.” 

4 See Lord Beveridge’s Power and Influence, New 
York, The Beechhurst Press, 1955; and Peacock, Alan 
Income Redistribution and Social Policy, London, 
Macmillan, 1954. 

i Copeland, Morris A., “The Feasibility of a Stand- 
ard Comprehensive System of Social Accounts,” paper 
read at Conference on Research in Income and Wealth, 
1954; Goldsmith, Raymond A., “Measuring National 
Income in a System of Social Accounting,” Studies in 
Income and Wealth, Volume XII, New York, National 
Bureau of Economic Research, pp. 23-79. 

® Bowley, A. L., Studies in the National Income, 
London, Cambridge University Press, 1944; Clark, 
Colin, National Income and Outlay, London, The Mac- 
millan Company, 1937; Deane, Phyllis, Colonial Ac- 
counting, London, National Institute of Economic and 


Social Research, 1951. 

Stone, Richard, Ap ix to Measurement of National 
Income and the C ion of Social Accounts, Report 
of the Sub-Committee on National Income Statistics of 
the League of Nations Committee of Statistical Experts 
1945; “Functions and Criteria of a System for Social 
Accounting, ” paper read at Conference of the Interna- 
tional Association for Research in Income and Wealth 
1950; “Model Building and Social Accounts: A Survey,” 
paper read at the Conference of the International Asso- 
ciation, 1953; “Measure of National Income and Ex- 
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penditure: A Review of the Official Estimates of Five 
Countries,” Economic Journal, September 1947, pp, 
272-298; The Role of Measurement in Economics, Lon 
Cambridge University Press, 1951. 

Bray, F. Sewell, The Accounting Misston, Melbourne, 
The University Press, 1952; The Measurement of Profit, 
Oxford University Press, 1953; Social Accounts 

and the Business Enter prise Section of the Economy, 
London, Cambridge rene ay Press, 1950; and “A 
Notional Sheet,” Accounting Research, July 
1951, pp. 1-1 

w “Tinbergen, Jan and Derksen, J. B. D., “Recent 

Experiments in Social Accounting,” , Jan- 
. 82-86; Fiierst, E., ““Double-Entry Book- 
keeping in Commercial Accounting and in Social Ac- 
counting,” Accounting Research, October 1951, pp. 342- 
52; Frisch, Aitempt at Clarification ofc Certain 
National Income Concepts, Oslo, University Institute of 
Economics, 1949; Lin , Erik, Dahigren, Einar, and 
Kock, Karin, National Income ‘of Sweden, 1861-1930, 
London, P. S. King, 1937, two parts. 

18 United Nations Report, A System of National Ac- 
counts and Supporting Tables, Studies in Methods, Series 
F, No. 2, 1953; Organization for European Economic 
Cooperation, A " Simplified System of National Accounts, 
Paris, 1950 and 1951; A Standardised System of National 
Accounts, Paris, 1952. 

9 English Accountancy: A Study in Social and Eco- 
nomic History, 1800-1954, London, Gee and Co., 1954, 


ary 2° Cooper, W. W., “Social Accounting: An Invitation 
to the Accounting Profession, ” Tue AccoUNTING Rz- 
view, July 1949, pp. 233-39; ¢ , W. W. and Craw- 
ford, J. M., “The Status of Soci Accounting and Na- 
tional Income Statistics in Countries Other Than the 
U.S.A.,” Tae Accountinc Review, April 1953, pp. 
221-37; Farman, Wilson L., “Some Basic Assumptions 
Underlying Social Accounting,” Tue AccountTING Rz- 
view, January 1951, pp. 33-39; Kircher, Paul, “Ac- 
counting Entries and National Accounts,” Tue Ac- 
COUNTING Review, April 1953, pp. 191-99; Kohler, 
Eric L., “Accounting oncepts and National Income,” 

Tue Accountinec Review, January 1952, pp. 50-56; 
Margolis, Julius, ‘The Classification of Sectors in the 
Social Accounts,” THE AccouNTING REVIEW, April 1953, 
pp. 178-86; Maynard, Gilbert P., “Modifications of Ac- 
counting Data in National Income Estimation,” THE 
AccounTING Review, April 1953, pp. 199-210; Nelson, 
Carl L., “Use of Accounting Data in National Income 
Estimates,” Tae AccountinG Review, April 1953, pp. 
186-90. 

%1 Organizations represented on the National Bureau 
of Economic Research follow: American Economic 
Association, American Farm Economic Association, 
American Federation of Labor, American Management 
Association, American Statistical Association, Congress 
of Industrial Organizations, and Economic History 
Association. Universities represented are: Chicago, 
Columbia, Cornell, Harvard, Minnesota, North Caro- 
lina, Northwestern, Toronto, Wisconsin and Yale. 

2 The International Association for Research in In- 
come and Wealth has — five volumes in its series 
titled Income and W These are available from 
Bowes and Bowes Publishers, Limited, of London, or the 
Johns Hopkins Press. 

% There are five volumes of Bibliography on Income 
and Wealth published by the International Association 
for Research in Income and Wealth, covering the period 
1937 to 1952. They are available from Bowes and _— 
Publishers, Limited, of London. 
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% The International Economic Association is a fed- 
eration of national associations in the United States, 
Great Britain, France, ium, Norway, Denmark, 
The Netherlands, Canada, South Africa, Austria, Ger- 
many, Turkey, Greece, Sweden, and Switzerland. 

% At this conference, the theories of input-output 
analysis were related to social accounts. A volume will 
be published in English under the auspices of the Uni- 
versity of Pisa. 

% See paper by Professor T. W. Hutchison of the 
University of London, delivered at the Annual Meeti 
of the American Economic Association, December 19 
and reprinted in Proceedings, May 1955. 

* One study now being carried out by the Cambridge 

ent of Applied Economics concerns the social 
accounts of Cambridgeshire. This study has as its main 
objective the development of methods for the collection 
of social accounting information by direct sample in- 
quiry. The project is confined to the administrative 
county of Cambridgeshire, and it is to construct a 
set of social accounts for the county for the year com- 
mencing April 1, 1953. The work involves the collection, 
on a sample basis, of the accounting information relat- 
ing to manufacturing industry, farms, and distributive 
and social trades; the accounts of the university and col- 
leges, and of local authorities are also under considera- 
tion; and a detailed sample investigation of household 
income and expenditure is being carried out. Preliminary 
published on the use of sampling methods for social 
accounts—see Review of the I: i Statistical In- 
stitute, Volume XVIII, 1950, and Bulletin of the Oxford 
Institute of Statistics, Volume XV, No. 1, January 1953. 
% The New York University course is stated as fol- 


lows: 

Our National Accounts—Trends in Income and O, 
Statements. September-February, 2 pts. Income an 
operating data for the national economy as they bear 

m current and past wage-price-profit relation- 

ips. Particular emphasis is placed on consolidated 
operating statements for private and governmental 
sectors; income vs. ‘“‘earned”’ income; trends 
in distributive shares and in the distribution of in- 


come. The various national account and economic 
indicators employed by economic advisers to the 
Federal Government are examined in detail, as are 
and social inferences. 

rends in the Balance Sheet. 


tal. 
3® A course in National Income and Capital, consisting 
of fifteen lectures in the Lent and Summer Terms, is 
offered by the London School of Economics. It develops 
the concept, measurement, and distribution of the na- 
tional income and capital; the effects of taxation on the 
income; and sources of informa- 


* Two monographs have been published the 
American Economic Association, one titled The Teoh 
ing of Undergraduate Economics, represen report 
of the Committee on the of 
Economics and the ining of Economists, December 
1950, edited by Professor Horace Taylor, Committee 
Chairman; the second, Graduate Education in Econom- 
ics, September 1953, written by Professor Howard R. 
Bowen. The American Economic Association now main- 
tains an ad hoc Committee under the name of the Com- 
mittee on Economics in Teacher Education. Also see 
Sibley, Elbri The Recruitment, Selection, and Train- 
ing of Social Scientists, New York, Social Science Re- 

Council, Bulletin 58, 1948. 

™ From The Present Position of Economics, Inaugural 
Lesayee of Alfred Marshall at Cambridge University in 
1885. 


® History of Economic Analysis, New York, Oxford 
University Press, 1954. 

# Bray, F. Sewell, The Measurement of Profit, London 
Oxford University Press, 1953, p. 55. 
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THE TEACHERS’ CLINIC 


A. B. Carson 


Eprror’s Note: This section of THz AccouUNTING REVIEW is devoted to matters of icular interest to account- 


ing instructors. The contribution of articles bearing on the nature and purpose 


various types of accounting 


education, or dealing with techniques of accounting instruction, is invited. Address all correspondence to A. B, 


, School of Business Administration, University of California, Los 


Angeles 24, California. 


THE ADMISSION OF A PARTNER, GOODWILL METHOD 


Witton T. ANDERSON 
University of Colorado 


Students of accounting commonly have 
trouble with the so-called ‘‘goodwill meth- 
od” of recording the admission of a new 
partner into a firm. Under this method, 
wherein the recorded capital equity of the 
old partners is not to be reduced and the 
credit to the new partner can be no less 
than his investment, there are the two 
problems of (1) calculating the amount of 
goodwill to be recorded, and (2) determin- 
ing which partner or partners’ capital ac- 
count(s) are to be credited when the good- 
will is recorded. The paragraphs that fol- 
low describe a technique for the orderly 
solution of these problems. 

The determination of the amount of 
goodwill involved is approached by first 
calculating two amounts, both called re- 
corded capital. Recorded capital is defined 
as the sum of the amounts that will be in 
all partners’ capital accounts after the ad- 
mission of the new partner has been re- 
corded. One method of calculating re- 
corded capital involves a determination of 
the amount by reference to the total capi- 
tal of the existing partners; the other cal- 
culation starts with the investment of the 
incoming partner. 

To illustrate the two ways of computing 
recorded capital, consider the following 
case: Partner A has a capital equity of 
$18,000 and Partner B, $12,000 in the AB 
Partnership. A’s profit-and-loss share is 
one third and B’s, two thirds. It has been 
agreed that C is to be admitted to the 


partnership to get a 25% interest by the 
investment of $11,000 in cash. 

Recorded capital may be computed by 
reasoning that since the existing total 
equity of $30,000 ($18,000+-$12,000) is to 
be 75% of the new total, then the new 
total capital must be $40,000. 

Stated as an equation: 

Recorded capital=Old Partner’s capital 

+(100%—Per cent of equity to new 
partner) 

$18,000+$12,000 

—25% 
$30,000 

= $40,000 

Alternatively, recorded capital may be 
computed by reasoning that since the new 
partner is to receive a 25% equity by the 
investment of $11,000, the total of the 
equities should be $44,000. 

Stated as an equation: 


Recorded capital= Investment of new partner 
+Per cent equity new partner is to 
receive 
$11,000 
= $44,000 


In view of the fact that the essence of 
the goodwill method is the requirement 
that the dollar amount of the capital bal- 
ances of the old partners shall not be re- 
duced, and that the incoming partner 
shall be credited for no less than the 
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amount of his investment, the Jarger of the 
two calculated amounts will have to be 
the total recorded capital after the record 
of the new partner’s admission has been 
made. In the instant case, the total re- 
corded capital of the new ABC Partner- 
ship must be $44,000. 

The amount of goodwill involved is de- 
termined by subtracting what is termed 
invested capital from the larger of the two 
amounts of calculated recorded capital. 
Invested capital is the sum of the existing 
partners’ capital equities before any ad- 
justment for goodwill plus the contribu- 
tion of the new partner. In the present 
case this would be $41,000 ($18,000 
+$12,000+ $11,000). The goodwill in- 
volved is, then, $3,000 (Recorded capital, 
$44,000 — Invested capital, $41,000). 

To determine which partner or partners 
receive credit for the goodwill that will be 
recorded, first multiply the recorded capi- 
tal by the per cent interest the new partner 
is receiving. The product will be the 
amount of the credit to the new partner’s 
capital account. Next, compare this 
amount with the amount of his invest- 
ment. If the two are the same, the old part- 
ners get the credit for the goodwill; if the 
investment is less, the incoming partner 
gets the credit. In the instant case, C’s 
share of the recorded capital is to be 
$11,000 ($44,000 25%) and his invest- 
ment is the same. Thus, the old partners, 
A and B, get the credit for the goodwill: 
$1,000 to A and $2,000 to B since they 
share profits in a 1-2 ratio. 

The entries to record C’s admission un- 
der the goodwill method would be, then, 
as follows: 


27000 


After these entries are posted, the total 
capital equity of the firm will be $44,000 


and, as agreed, C’s portion will be 25% of 
the total, $11,000. 

If, instead of the foregoing, it had been 
agreed that an $11,000 cash investment 
would buy C a one-third interest, the cal- 
culations would have been as follows: 


First: Two calculations of the amount of 
recorded capital. 
(a) Recorded capital 
Old partners’ capital 
~ 100%—Per cent equity to new partner 
_ $18,000+$12,000 
100% — 334% 
$30,000 
= $45,000 
(b) Recorded capital 
bs Investment of new partner 
~ Per cent equity new partner is to receive 
$11,000 
“334 
= $33,000 


Recorded capital as computed in “(a)” 
is the larger, so this amount ($45,000) will 
be used. 


Second: Calculate the amount of invested 
capital. 

Invested capital=Sum of existing ers’ capital 

before any 

plus the investment of the new 


= $41,000 


Third: Determine the amount of goodwill. 
Goodwill= Recorded capital—Invested capital 
= $45,000 $41,000 


Fourth: Determine the total credit to the 


new partner. 
New partner’s credit = Per cent share of partner 
X Recorded capital 
=334% of $45,000 
=$15,000 


Fifth: Determine who receives credit for 
the goodwill by comparison of credit to 
new partner and the amount of his in- 
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vestment. (If these amounts are the 
same, the old partners get the credit; if 
credit to new partner is larger than his 
investment, he gets the credit.) 

In this case, the new partner’s share 
of the recorded capital, $15,000, exceeds 
his investment of $11,000, so he gets the 
credit. 

The entry to record C’s admission is, 


The Accounting Review 


$15,000 


When this entry is posted, the total 
capital equity of the firm will be $45,000 
and C’s capital balance will be, as re- 
quired, $15,000. 


THE ROLE OF THE ACCOUNTANCY CLUB IN 
ACCOUNTING EDUCATION 


KENNETH W. PERRY 
University of IWinois 


The purpose of professional organiza- 
tions in accounting, such as the American 
Accounting Association and the American 
Institute of Certified Public Accountants, 
as expressed in their respective constitu- 
tions, is to foster and promote the account- 
ing profession. If we of the teaching pro- 
fession are to make our greatest contribu- 
tion, we must have a similar purpose in 
mind, and we must at all times strive 
toward this goal. Merely teaching techni- 
cal know-how is not enough. In addition to 
obtaining technical knowledge, account- 
ing students must be made to realize early 
in their academic training that they are 
going to be professional people. Conse- 
quently, we of the teaching profession have 
a responsibility to see that they begin to 
think and act professionally while they are 
still in a student status. There are many 
ways in which this may be accomplished. 
However, it is the writer’s belief that one 
of the best ways available to us as teachers 
is through the active support of good ac- 
countancy clubs. 

A well organized and properly run ac- 
countancy club, designed primarily to fos- 
ter and maintain a sincere interest in the 
field of accounting and to promote friendly 
relationships and contacts among stu- 
dents, faculty, and other members of the 


accounting profession, can accomplish a 
great deal professionally in basically two 
ways: (1) educationally, and (2) socially. 

Educationally an accountancy club may 
help the students either collectively or in- 
dividually. For example, some programs 
may be directed at broadening the knowl- 
edge of all the students by designing pro- 
grams and obtaining speakers in particu- 
larly specialized areas. A program of this 
nature might be built around a topic such 
as “The Role and Function of the Securi- 
ties and Exchange Commission,” or ‘“The 
Role of Electronics in Accounting.” Other 
programs, however, may be aimed at help- 
ing the individual student. Programs of 
this nature might include meetings aimed 
at helping the individual student select a 
particular area in which to concentrate his 
career, such as “A Symposium on Select- 
ing an Accounting Career.” 

Socially, an accountancy club, actively 
supported by the faculty, gives the stu- 
dent majoring in accounting an oppor- 
tunity to get acquainted with (1) other 
students majoring in accounting, (2) the 
faculty, and (3) other members of the ac- 
counting profession. The periodic meet- 
ings, especially if combined with a social 
hour, offer the members excellent oppor- 
tunities to become acquainted with each 
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other, and if the faculty supports the club, 
both students and faculty get a good in- 
formal opportunity to exchange ideas and 
become better acquainted. If social hours 
are held in conjunction with regularly 
scheduled meetings where guest speakers 
are present, students are also given oppor- 
tunities to become acquainted with some 
of the leaders in the profession. 

Although the educational side of the ac- 
countancy club picture is important, the 
social side is likewise of value because it 
gives the leaders of tomorrow an oppor- 
tunity to mix with and observe in action 
the leaders of today. In the writer’s opinion 
there is nothing that can instill the “pro- 
fessional attitude” in a student like listen- 
ing to and associating with professional 
people. It is also his belief that the student 
is entitled to this opportunity and that if 
the purpose of a good accountancy club is 
fulfilled, he will have this opportunity. 


Fulfilling the Purpose 

The combined efforts of both the stu- 
dents and faculty are needed if the pur- 
pose of the accountancy club is to be ful- 
filled. Careful planning and good team- 
work are required if the organization and 
operation of the club is to be successful. 

When organizing a club, whether it be 
originally or at the start of a new school 
year, the support of the faculty as well as 
the students is needed if the desired inter- 
est and enthusiasm is to be generated and 
the best results obtained. The students 
should be organized by the student officers 
assisted by the faculty adviser, who in 
turn should be supported by the rest of the 
faculty. As many students as possible 
should be encouraged to participate in or- 
ganizing. This in itself takes on the nature 
of a professional undertaking, since every- 
one is pulling together to get what might 
be considered a semi-professional organi- 
zation under way. 

Just as the organization of the club re- 


quires planning and teamwork, the actual 
operation of the club also requires careful 
consideration. Operating plans, consistent 
with the purpose of the club, should in- 
clude both long-run and short-run plans. 

Long-run plans, covering a two or three 
year cycle, depending upon when the stu- 
dents start their major, should be based on 
the fact that any given student may be a 
member throughout the entire period. 
Consequently, when drawing up long-run 
plans, consideration must be given to (1) 
what is to be accomplished during the en- 
tire time a student may be a member, and 
(2) how this can best be accomplished. 
Short-run plans (plans covering one aca- 
demic year) should be based on the fact 
that any given student may be a member 
for only one year or for the complete cycle. 
Consequently, short-run plans must give 
consideration to (1) what is to be accom- 
plished in the long run, (2) what portion of 
the long-run plan should be accomplished 
in a particular year, and (3) how it is to be 
accomplished. 

Long-run plans should perhaps include 
some technical programs (introductory in 
nature) in addition to programs based on 
governmental, industrial, and public ac- 
counting in general. A typical long-run 
plan might include programs based on sub- 
jects similar to any or all of the following: 

I. Governmental accounting 

a. Choosing a career in governmental ac- 
counting 

b. Accounting in the Army Audit Agency 

c. Accounting in the Atomic Energy Com- 
mission 

d. Accounting in the Governmental Ac- 
counting Office 

II. Industrial accounting 
a. Choosing a career in industrial account- 


ing 
b. Executive training programs 
c. Managerial aspects of controllership 
d. Internal auditing 
III. Public accounting 
a. Choosing a career in public accounting 
b. Management service area of public ac- 


counting 
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c. Principles of professional and personal 
conduct 

d. The C.P.A. examination (purpose, how 
administered, etc.) 

IV. Technical subjects (introductory in nature) 

a. Role and function of the Securities and 
Exchange Commission 

b. Electronics in accounting 

c. Developing solutions for 
management problems 

d. Operations research 


industrial 


As indicated earlier, short-run plans 
(plans covering one academic year) should 
include a general cross section of the long- 
run plan. A typical short-run plan might 
include subjects similar to the following: 


a. A symposium on selecting an accounting 
career 

b. The role and function of the Securities and 
Exchange Commission 

c. Managerial aspects of controllership 

d. Electronics in accounting 
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e. The C.P.A. examination 
f. Principles of professional and personal con. 
duct 


Conclusion 

In conclusion, it should be reiterated 
that if we of the teaching profession are to 
make our greatest contribution, we must 
turn out students who are not only tech- 
nically qualified but who are also profes- 
sionally qualified. Technical know-how 
without the “professional attitude” is not 
enough. Consequently, we teachers of ac- 
counting have a responsibility not only to 
the student but also to the accounting pro- 
fession to help the individual student in 
every way possible to develop this atti- 
tude. A good accountancy club, actively 
supported by the faculty, can do much to 
stimulate the student’s growth in this re- 
spect. 


PRACTICE SET PROCEDURES IN AMERICAN 
COLLEGES AND UNIVERSITIES 


Kermit C. Moss 
University of Houston 


In an effort to discover the extent to 
which practice sets are used in connection 
with accounting courses at colleges and 
universities and the manner of use, a ques- 
tionnaire on the subject was sent to 148 
accounting-department heads. One hun- 
dred and eight responded. Six schools, in- 
cluding two large universities, reported 
that they use no practice sets. It appears 
that they feel that the practice set places 
too much emphasis on mechanics, and 
that the students’ time can be utilized 
more advantageously in solving problems 
and exercises. In the 102 schools where 
sets are used, their use at the elementary 
level is the most common. The extent of 
the use of sets in these courses and others 
is revealed in Exhibit I below. 

In addition to the foregoing, practice 


EXHIBIT I 
Courses in which set is used 
No. of ccounting Ele- a Auudit- 
Sets Ist 2nd Cost’ Cost 
Half Half 
None 18 22 20 36 
1 81 75 57 21 45 
2 1 3 10 5 
3 1 1 1 0 


sets were reported in use by at least one 
school in each of the following courses: 


Payroll accounting 

Accounting methods or systems 
Accounting for small business 
Governmental accounting 
Petroleum accounting 


In the elementary course, of the schools 
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reporting, 76% use the text narrative, 
23% a set complete with business papers, 
and 1% (1 school) uses a set developed for 
its own purposes. 

About 67% of the schools permit the 
students to work on the practice sets both 
inside and outside the classroom, 26% re- 
quire all of the work to be done outside the 
classroom, and 7% all inside the class- 
room. Most instructors appear to pay care- 
ful attention to student progress outside 
the classroom, and use class time for prac- 
tice-set work only when and if needed. 
The minority that requires all of the work 
to be done inside the classroom holds that 
unless done under control the students 
who need the work the most get too much 
help from others. 

Either at the beginning of the semester 
or at the time work on the practice set is 
begun, 78% of the reporting schools set 
deadlines for completion of the set. A ma- 
jority of the schools appear to expect the 
student to work on the practice set some- 
what continuously from the time the prac- 
tice set is begun until the end of the semes- 
ter, while others assign about two weeks 
near the middle of the semester exclusively 
for work on the set. Some finish all the ma- 
terial in the text first, then complete the 
set at the end of the semester. 

Some 80% of the schools report that the 
sets are graded, and about 28% grade 
them more than once during the semester. 
Of those schools grading the sets, about 
58% simply spot-check them and mark the 
obvious errors. Some schools merely mark 
the set as satisfactory or unsatisfactory, 
with corrective work being required on 
the latter. Others use the same procedure, 
but employ the terms “acceptable” and 
“unacceptable.” Some feel that grading 
the sets puts a premium on copying and 
others report that they are inclined to rely 
upon tests over the practice set as the pri- 
mary method of evaluation. A few schools 
report that they assign no grade to the set, 


but it must be complete and correct be- 
fore the student is eligible for his final ex- 
amination. 

The prevention of copying is a reason 
frequently given for not returning sets to 
students. A thorough examination on the 
practice set, announced at the beginning 
of the semester or at the time work on the 
set is begun, discourages such copying. 
Nevertheless, only 33% of the schools re- 
port that they give examinations on the set. 

As to the matter of course grades, the 
practice set is counted positively by 45% 
of the schools, with the remaining 55% 
using it as a negative factor. Among the 
supporters of the positive approach, one 
half let the practice set determine 6 to 
10% of the final grade. The remainder of 
this group give various weights to the set, 
ranging up to 70%. Proponents of the 
negative approach hold that allowing the 
practice set to count positively in de- 
termining course grades puts too much 
emphasis on grades and awards an un- 
deserved bonus to the student that copies 
from a colleague. Others point out that the 
negative approach also has its defects. If 
student “A” copies a perfect set, but stu- 
dent “‘B” does his own work, turns in a 
less-than-perfect set and is penalized, it 
seems that the grading system has per- 
mitted student “A” to obtain “an un- 
deserved bonus.” Furthermore, it appears 
that most students prefer the positive ap- 
proach rather than the negative which 
gives nothing for performance but a penal- 
ty for non-performance. If both systems 
have common defects or faults, why not 
give the students their preference, unless 
the problem of careful grading is a pro- 
hibiting factor? 

About 83% of the respondents reported 
that a student either gets an “Incomplete” 
or an “F” if he fails to turn in the practice 
set. Others merely deduct points from ac- 
cumulated examination scores. 

Key figures such as the net profit and 


-con- 
ated 
e to 
nust 
ech- 
fes- 
how 
not 
y to 
t in 
tti- 
vely 
1 to 
Te- 
lit- 


652 The Accounting Review 


column totals in journals are given to the 
students by 76% of the schools, but there 
seems to be little agreement as to when 
these: figures should be made available. 
Some let the student check his work with 
the key after each step is completed, some 
wait until the students are near the end of 
the set before releasing key figures, and 
others make them available only when the 
student is stalled and can go no farther 
without them. 

Some 72% of the reporting schools do 
not return the practice sets to students 
and, of these schools, 88% report that the 


problem of accurate grading played no 
part in their decision not to return the 
sets. The most frequent reason advanced 
for not returning the sets was to prevent 
copying. Some say they do not return 
them in elementary courses because of 
their limited usefulness to the student, but 
feel that sets in cost accounting and audit- 
ing should be returned. Some return the 
sets to the student for his review, but later 
collect and destroy them. Others admit 
that with present high enrollments the re- 
turning of sets would create a major prob- 
lem of grading and marking. 


A FEDERAL TAX COURSE FOR NON-ACCOUNTING STUDENTS 


Stuart B. MEAD 
Michigan State University 


For a number of years the Department 
of Accounting at Michigan State Univer- 
sity has been offering a service course in 
Federal Income Taxation. The course is 
open only to students who are not account- 
ing majors, but who have had at least two 
quarters of Elementary Accounting. Un- 
like most of the courses offered in business 
and economics, this one is designed to aid 
the student as an individual rather than 
to prepare him for a profession. Conse- 
quently, the course covers only the por- 
tions of the Internal Revenue Code ap- 
plicable to the individual. 

In presenting the material equal time is 
given to the study of the law and its inter- 
pretation and to procedure. Most of the 
students are seniors, a large number of 
them have reportable income, and many 
are married. For these reasons the instruc- 
tor must be prepared to correlate the ma- 
terial with the subject matter of business 
and economics courses previously studied 
and to assist the students with current 
personal problems. Much of the latter in- 


volves the correction of misconceptions 
held by those enrolled in the course. 

To give the student the greatest poten- 
tial benefits, it is assumed that,. some 
years after graduation, he will be a sal- 
aried, family man with sufficient income 
to be filing a 1040 form, and subject toa 
tax rate above the 20% bracket. The 
starting point is to familiarize the student 
with the requirements of the law as well as 
with his rights and choices. Such topics as 
split-income benefits, exemptions, forms 
of returns, tax rates, and the deduction 
option are considered. 

As soon as it is feasible, a thorough 
study of gross and adjusted gross income 
is started. Since all income is not subject 
to tax, exclusions are given as much atten- 
tion as reportable income. As many college 
graduates eventually become stockholders, 
the question of dividends is given atten- 
tion, including such topics as the taxability 
of stock dividends, dividend exclusion, 
and dividend credit. The study of income 
is followed by a consideration of the recog- 
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nition of gains or losses, with special 
emphasis on capital gains or losses in con- 
nection with the sale of personal assets 
and real estate. Finally, personal deduc- 
tions are considered in detail. The question 
of business income and business deductions 
for the individual are introduced when ap- 
plicable. 

The course (which is one term in length 
and carries three credits) is so organized 
that each major point of the law, includ- 
ing its interpretation, is discussed; written 
exercises and problems involving these 
points are assigned. In addition, two prob- 
lems involving the preparation of a 1040 


return, including schedules C and D, are 
required. In this way the student can vis- 
ualize the application of the law. The final 
examination also involves the preparation 
of a complete return. Even though stu- 
dents have free access to their textbooks, 
they find the test a challenge. 

In presenting the material, the instruc- 
tor must keep in mind that the students 
are not accounting majors. Further, he 
must remember that the students have en- 
rolled in order to gain some practical 
knowledge. Due to the subject matter the 
course is difficult. Its usefulness, however, 
makes it a very popular elective. 
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PROFESSIONAL EXAMINATIONS 
ACCOUNTING PRACTICE 


Henry T. CHAMBERLAIN 


HE following problems were prepared by the Board of Examiners of the American 
Institute of Accountants and were presented as the second half of the examination 
in accounting practice on May 16, 1957. 

The candidates were required to solve all problems in four and a half hours. The total 
weight assigned to this section of the examination was 50 points and the examiners 
point out that the suggested time allowances given below are approximately propor- 
tional to the point value of the various problems. 

The suggested time allowances are as follows: 


Problem 1 30 to 50 minutes 
Problem 2 35 to 50 minutes 
Problem 3 35 to 50 minutes 
Problem 4 80 to 120 minutes 


Number 1 


The Prosperous Co. issued $1,000,000 of Convertible 10-year Debentures on July 1, 
1955. The debentures provide for 4% interest payable semi-annually on January 1 and 
July 1. Expense and discount in connection with the issue was $19,500 which is being 
amortized monthly on a straight-line basis. 

The debentures are convertible after one year into 7 shares of the Prosperous Co.’s 
$100 par value common stock for each $1,000 of debentures. 

On August 1, 1956, $100,000 of debentures were turned in for conversion into com- 
mon. Interest has been accrued monthly and paid as due. At the time of conversion any 
accrued interest on debentures being converted is paid in cash. 

You are to prepare the journal entries to record the conversion, amortization and 
interest in connection with the debentures as of: 

a. August 1, 1956. 

b. August 31, 1956. 

c. December 31, 1956—including closing entries for end of year. 

Support your entries with computations in good form. 


Number 2 


Company P, a manufacturer of earth-moving equipment, sells 10 units at its regular 
selling price of $18,000 each (costis $12,000 each) toits wholly-owned subsidiary, Company 
S, on September 1, 1956. Company S is an unconsolidated subsidiary, carried on Com- 
pany P’s books as an investment at a value adjusted for Company S earnings. 

Both Company P and Company S are on the accrual basis and use a calendar year 
accounting period. 

Company S was incorporated on July 1, 1956, and its capital stock of $25,000 was 
sold to P at par. It paid for the equipment purchased from Company P by obtaining a 
4-year, 6% bank loan on September 1, 1956 for the entire purchase price. The units 
purchased were leased to Company O, a non-affiliated company, and the lease was as- 
signed as collateral for the bank loan. The loan is payable in equal monthly principal in- 


654 


Ns 


pa 
fir 


| Octo 
Cc 
12,0 
Tl 
4 ber 
$1.8 
of $ 
Dec 
: 
| 
2 


Professional Examinations 655 


stalments on the first of each month plus interest for the preceding month, starting 
October 1, 1956. (Interest is computed on a 30-day month, 360-day year basis.) 

Company S depreciates the equipment on the basis of actual hours used, using a 
12,000-hour operating life per unit. 

The lease agreement with Company O is dated September 1, 1956 and runs for 4 
years. It provides for rental payments starting October 1, 1956 based on the actual num- 
ber of hours used the preceding calendar month. Rent is to be computed at the rate of 
$1.80 per hour, with a minimum monthly rental of $2,500, and a maximum total rental 
of $216,000. Hours operated were: September, 4,000; October, 5,000; November, 5,500; 
December, 3,500. 

Do not consider Federal income taxes in connection with this problem. 

a. What is the amount of gross profit that Company P should report on its income 

statement for 1956 as realized from the sale? State your reasoning. 

b. Assuming that this is Company S’s only business activity, what is its net income 

for 1956? (Give your supporting computations in good form.) 

c. What is the carrying value of Company S on Company P’s books at December 31, 

1956? 


Number 3 


X, Y and Z are partners sharing profits in the ratio of 4, 3, and 2 respectively. The 
partnership and two of the partners are currently unable to pay their creditors. The 
firm balance sheet and personal status of the partners are as follows: 


X, Y AND Z PARTNERSHIP 


Balance Sheet 
Assets Liabilities 
$ 500 Accounts and bills payable........ $37 ,000 
$61,000 $61,000 
PERSONAL STATUS OF PARTNERS 
(Excluding partnership interests) 
Cash and Cash Value 
Partner of Personal Assets Liabilities 


a. Prepare a worksheet showing distributions to partnership and personal creditors 
in the event of dissolution under the provisions of the Uniform Partnership Act 
assuming that the “Other assets” are sold for $33,500. 

b. Prepare a computation showing the minimum amount which must be realized from 
the sale of the partnership assets other than cash, so that the personal creditors of 
Y would receive full settlement of their claims. 


Number 4 


Mr. Flowers, who is operating a small manufacturing business, did not keep adequate 
records during 1956 to determine his taxable income or prepare an acceptable balance 
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sheet. He has furnished you with the following schedules of his assets and liabilities at { 
December 31, 1955 and December 31, 1956 and has asked you to determine his taxable 
business income for the year and to make adjustments needed for a balance sheet as of 
December 31, 1956. 

INVENTORY OF ASSETS AND LIABILITIES 


December 31, December 31, 
1955 1956 

Inventories—Manufactured 22,000 24,000 
105 ,000 112,000 Dece 
pre (77,000) (83 , 500) M 

$125,800 $116,600 

$125,800 $116,600 


From inquiry and examination of available records you determine the following addi- 
tional information: 

1. The cash figures given are the amounts appearing as the balances on his bank 
statement at each of the balance sheet dates. By reviewing subsequent bank 
statements and cancelled checks you find the following: 

(a) A deposit of $1,000 made on December 31, 1955 was not recorded by the 
bank until January 3, 1956. Four checks totaling $900 dated prior to Decem- 
ber 31, 1955 were returned by the bank in January, 1956. 

(b) A deposit was entered by the bank on December 31, 1956 in the amount of 
$4,000 which was a collection from Jones & Jones on a sight draft. Mr. 
Flowers did not receive notice of the collection until January 5, 1957. 

(c) Outstanding checks at December 31, 1956 were found to total $450. 

2. The following is a trial balance of accounts receivable at December 31, 1956: 


$17 ,600 


An account receivable from M.B.A. Construction Co. totaling $4,500 has not 
been included in accounts receivable because full collection was doubtful. Prior 
to the time you start work you find that $3,700 of this receivable was collected in 
full settlement of the account. 

3. Notes receivable are from customers anc are considered collectible. 

4. The inventories of manufactured products are stated at sales price at the inven- 
tory date. The average margin on sales was 40 per cent at December 31, 1955 
and 39.5 per cent at December 31, 1956. Raw materials are stated at cost. 
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5. The receivable from Ace Sales Co. contains $2,000 of merchandise shipped on 
consignment on December 26, 1956 and billed at regular sales price. 

6. In reviewing fixed assets it was found that in 1956 a machine purchased in 1935 
at a cost of $4,000 was sold for $2,000 and the proceeds credited to the asset 
account. It was also determined that depreciation rates in prior years were not 
consistently applied each year. The asset acquisitions are set forth in the following 
schedule with proper depreciation rates. Depreciation for one-half year is recorded 
in year of acquisition and disposition and no consideration is given to salvage 


value. 
Year Depreciation 
December 31, 1955: Acquired Cost Rate 
Machinery and equipment...................--.-eseeceees 1935 $ 20,000 5 
1939 16,000 
1940 69,000 5 
Purchased in 1956: 


In addition to the sale mentioned above it is found that a machine purchased 
in 1939 for $6,000 was traded in on the machine purchased in 1956. An allowance 
of $3,000 for the old machine was received on the new machine which listed for 
$12,000. 

7. In reviewing stock transactions you find the following stock was owned at Decem- 
ber 31, 1955 and December 31, 1956: 


Par December 31, December 31, 
Stock Shares Value 1955 1956 

anni 100 $100 $10,000 $10,000 
New York Exporting Co. 167 100 16,700 

Jones & Jones Company............... 149 100 14,900 

,700 $24,900 


(a) Fifty shares of ABC Company stock was acquired at par value in 1950. In 
1952 a 100 per cent stock dividend was received. 

(b) The Columbia Mfg. Co. stock was purchased for $11,000 in 1952 and was 
sold for $9,500 in 1956. 

(c) The New York Exporting Co. stock was purchased for $17,000 in January, 
1953 and sold in 1956 for $20,000. 

(d) The Jones & Jones Company stock was purchased in October, 1956 for 
$22,500. 

8. An account payable to Steel Supply Co. in the amount of $1,800 has been carried 
in accounts payable since June, 1955. This was found to have been paid in Novem- 
ber of 1955. An account payable to Peter Steel Fabricating Co. for $900 was in- 
cluded in the December 31, 1956 trial balance of accounts payable. The material 
covered by this invoice was not received until January 25, 1957 and was not in- 
cluded in the inventory at December 31, 1956. 

9. The note payable covers a loan which was obtained for purchase of a home for 
the proprietor’s daughter who was married in 1956. 

10. The following expenditures other than those commented on were made during 


di- 
nk 
nk . 
he 
m- 
of 
[r. 
ot 
n- | | 
55 


658 The Accounting Review 


the year 1956: 

(a) Payments on 1955 income tax—$3,100. 

(b) Payments on 1956 estimated tax—$6,000. 

(c) An automobile costing $3,000 was purchased for Mrs. Flowers and charged 
to delivery expense on the books. 

(d) Household and other personal expenditures amounted to $14,900 for the year 
and were all paid out of a separate bank account into which withdrawals 
from the business had been deposited in this amount. 


Required: 


a. Prepare a worksheet adjusting the balance sheet accounts as of December 31, 1955. 
b. Prepare a worksheet adjusting the balance sheet accounts as of December 31, 1956. 


Note: In a. and b. you should key the debit and credit parts of each adjusting eniry. Support 
major adjustments (such as for Allowance for depreciation) with a schedule in good form. 
You need not prepare formal journal entries. 
c. Prepare a schedule showing the determination of the amount of Mr. Flowers’ tax- 
able business income for 1956. Show details of any changes required to place items 
on the tax basis. 


Solution to Problem 1 


Part a 
Cash 


To record interest paid on bonds converted on August 1, 1956 
To record the issuance of 700 shares of common stock in exchange 
for $100,000 of debentures; and to record the write-off of the re- 
maining portion of the unamortized discount and expense ap- 
plicable to the bonds retired computed as follows: 
Total discount and expense applicable to bonds retired....... $1,950.00 
Amount previously 211.25 


Pari b 


To record bond interest and bond ane and expense for the month 
of August: 
Bond interest: 1/12 of 4% of $900,000 
Discount and expense: 1/12 of 1/10 of $17,550 


Part ¢ 


To record bond interest and bond discount and expense for the month of De- 
cember 

To close to profit and loss interest expense and bond discount and expense: 


Sols 


(a) 
t 


(b) 


(a) 


4 So 
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Interest expense: 
7 months @ $3,333.33} 
discount an 
ed 7 months $162.50 
8 5 months @ 146.25 
year Solution to Problem 2 
vals (a) The total Company B, een self 
a party. In this case the use of the assets by Company O, an unrelated party, results in gross profit realization 
to Company P in the proportion of the use to the total estimated life. seoates 
Selling price of 10 units..............-.2.++. $180,000 
56. Total estimated life. 120,000 hours 
y O in 1956...... 
port Total hours used by Company O in 1956 18,000 hours 
rm. The 18,000 hours used by Company O in 1956 was 15% of the total estimated life of the equipment. There- 
fore, Company P should recognize 15% of $60,000.00 or $9,000.00 as earned gross profit in 1956. 
ax- (b) Rental income (18,000 hrs. @ $1.80).............ccccsecececececececsceeeeesereeceens $32,400.00 
ses: 
jepreciation (18,000 hrs. @ $158): .... $27 ,000.00 
Interest: 
1. Net income of Company S, for the six months ended December 31, 1956;...............+.+ 1,912. 
).00 
Solution to Problem 3 
THE X, Y AND Z PARTNERSHIP 
STATEMENT OF PARTNERS’ CAPITAL ACCOUNTS 
(a) Creditors X Capital Y Capital Z Capital Total 
Balances, before dissolution. ....... $37,000 $10,000 $6,000 $8,000 $61,000 
Loss on sale of assets.............. _ 12,000 9,000 6,000 27,000 
$37,000 $ 2,000* $3 ,000* $2,000 $34,000 
Y’s deficit absorbed by X and Z.... — 2,000 3 1,000 —- 
‘ Transfer from X’s personal assets _ 4,000 _ _ 4,000 
$37,000 $1,000 $38 ,000 
Final distribution................. 37,000 1,000 38,000 
PERSONAL STATUS OF 
X, Y, AND Z 
00 Y 
25 Personal assets. $31,000 $ 9,450 $4,000 
$11,000 $ 2,450* $1,000* 
Received from partnership........... 1,000 


= 
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(b) 


In order that the personal creditors be paid in full Y’s share of the loss on the sale of the partnership assets 


cannot exceed $3,550.00. Since Y’s share of the — is } the total loss cannot exceed $10,650.00. Therefore. 


the minimum amount that must be realized on 


Solution to Problem 4 


MR. FLOWERS 
ADJUSTMENTS TO BALANCE SHEETS 


sale of the assets is $49,850.00 ($60,500,00 less $10,650.00.) 


December 31, 1955 December 31, 1956 
Per Adjustment After Per Adjustment After 
gor Dr. Cr. j ey | Dr. Cr. Adjusiment 
$ 5, ()$ 100 $ 5,100 $ 3,1 (2)$ 450 2,650 
Accounts receivable 22,100 22,100 17,600 (4) $ 3,700 34 We 15,300 
Notes receivable... ... 6,000 6,000 8,500 8,500 
Inventories—Raw ma- 
Guevevecaunteke 6,000 6,000 10,000 10,000 
Inventories—manufac- 
tured produc 22,000 (5) $ 8,800 13,200 24,000 () 1,210 (5S) 9,480 15,730 
Fixed assets 105,000 105,000 112,000 104 ,900 
Allowance for deprecia- (77,000) (7) 9,675 (86,675 (83, 4,000 
2,070 
Investments. ........ 36,700 (11) 3,700 33,000 24,900 (12) 2,600 27,500 
$125,800 $103,725 $116,600 $102,575 
Accounts payable $ 21,000 (13)$ 1,800 $ 19,200 $ 14,500 (13) 2,700 $ 11,800 
Notes payable....... 10,000 10,000 
Provision for Federal 
(14) 3,100 3,100 
Flowers, capital...... 104, 800 5) 8,800 (1) 100 450 
9,675 (13) 1,800 81,425 92,100 
(An 3,700 "790 (10) 2,070} 80,775 
14) 3,100 9,675 (12) 2,600 
13) 2,700 
$125,800 $27,175 $27,175 $103,725 $116,600 $45,775 $45,775 $102,575 
KEY TO ADJUSTMENTS 
1) To adjust cash balance at 12-31-55 
2) To adjust cash balance at 12-31-56 
3) To adjust receivables for collection from : Jones & Jones 
4) To adjust for collectible portion of unrecorded recei 
adjust receiva! or consignment 
To adjust depreciation reserves at 12-31-55: 
1935 acquisition: $20,000 @ 100%......... $20,000 
To adjust asset and reserve accounts for the sale of 
To asset and reserve accounts fo: the 
Cost of machinery traded 
Accum: 
Basis of asset traded 
Payment for new machine 
Basis of new machine 
Net adjustment to asset and reserve accounts: 


() 


oo 


$15,450 
11,900 
J 
N 
} 


| 
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1956 acquisition: 9,900 @ of 69%........ 330 
Per inventory ($83, 300-477 ,000) « 6,500 
11) To investment account at 12-31-55 to cost 
Now Youk Muporting Cos. *300 
To adjust accoun’ 
To provide for 19 for 1999 tn income tax 
MR. FLOWERS 
CALCULATION OF TAXABLE BUSINESS INCOME 
YEAR ENDED, DECEMBER 31, 1956 
Drawings in 1956: 
Note payable to purchase house...................sesccseeeeeeseeeeeseeeseeees $10,000 
Automobile purchased for Mrs. Flowers 3,000 


Note: 

Included in the above calculation of net income are the following capital gains and losses: 


0 
0 
0 
| 
) 
$ 2,000 
(1,500) 
3,000 


EXAMINATION IN THEORY OF ACCOUNTS 


WILLARD J. GRAHAM 


The examination in theory of accounts 
of the May, 1957, C.P.A. Examination 
was given on Friday, May 17, in a three 
and one-half hour session from 1:30 P.M. 
to 5:00 p.m. There were two groups of 
questions included. All four questions in 
the first group were required, three were 
to be selected from four in the second 
group. 


NOTE TO CANDIDATES: To save can- 
didates the time of computing their own 
time budgets for each problem, notations 
of estimated time requirements are fur- 
nished for each problem to be answered 
separately, and in the aggregate for all 
problems to be answered out of a group 
where options are involved. The estimated 
time allowances are approximately propor- 
tional to their point value, the total of 
which for this examination is 100 points. 


GROUP I 
(Answer all questions in this group) 


Number 1 (Estimated time—25 to 35 min- 
utes) 


The DEF Manufacturing Company has 
followed the practice of valuing their tem- 
porary investments in marketable securi- 
ties at the lower of cost or market. At De- 
cember 31, 1956 their account “Invest- 
ment in marketable securities” had a bal- 
ance of $40,000, and the account “Allow- 
ance to reduce investments from cost to 
market” had a balance of $2,000. Analysis 
disclosed that on December 31, 1955, the 
facts relating to the securities were as fol- 
lows: 


Allowance 
Security Cost Market Required 
X Company Bonds... $20,000 $19,000 $1,000 
Y Company Bonds..= 10,000 9,000 1,000 
Z Company Bonds.... 20,000 20,300 
$50,000 $2,000 


During 1956 the Y Company Bonds 
were sold for $9,200, the difference between 
the $9,200 and the cost of $10,000 being 
charged to “Loss on Sale of Securities.” 
The market price of the bonds on Decem- 
ber 31, 1956 was: X Company Bonds— 
$19,200; Z Company Bonds—$20,400. 

a. What justification is there for the use 
of the lower of cost or market in valuing 
marketable securities? 

b. Did the DEF Company properly ap- 
ply this rule on December 31, 1955? Ex- 
plain, including any alternative methods 
of application. 

c. Are there any additional entries 
necessary for the DEF Company at De- 
cember 31, 1956, to reflect the facts on the 
balance sheet and income statement in ac- 
cordance with generally accepted account- 
ing principles? Explain. 


Answer 1 


a. Temporary investments in the form 
of marketable securities are current assets. 
The general requirement is that current 
assets should not be carried at more than 
realizable value. In the case of marketable 
securities “market” is the best measure of 
realizable value. Therefore these securities 
should be valued at “the lower of cost or 
market,” which, in effect, is at cost, to the 
extent that cost is recoverable—or realiz- 
able. 

“Market” is particularly significant in 
the valuation of marketable securities. 
Normally these investments are purchased 
with funds temporarily in excess of operat- 
ing requirements. It is expected that they 
will be converted back to cash in a short 
time—whenever the need for operating 
funds makes it desirable. The market 
value, then, which is the measure of the 
funds that can be released to operations by 
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the sale of these securities, is important 
information to the reader of the financial 
statements. 

The foregoing information could be con- 
veyed by a parenthetical indication of 
market value—or by footnote—on the 
balance sheet, but this procedure would 
not meet the requirement that, in the de- 
termination of income, any portion of cost 
which, at the end of the period, is not “‘re- 
coverable,” should be charged against the 
revenue of the current period and not be 
carried forward to be charged against a 
subsequent period. In the case of market- 
able securities a decline in market value 
measures the extent to which cost is not 
fully recoverable, and the amount of the 
market decline should be recognized as a 
loss in the current period. The balance 
sheet value is thereby reduced to “‘recover- 
able cost” or “market.” 

b. In the application of the “lower of 
cost or market” to marketable securities 
the DEF Company elected to apply the 
rule to each security as an item rather than 
to the total of marketable securities. This 
procedure is acceptable. Had the rule been 
applied to the total of marketable securi- 
ties, the required writedown would have 
been only $1,700 ($50,000 less $48,300). 
This alternative procedure produces a dif- 
ferent (smaller) writedown when some 
securities have appreciated while others 
have declined in value. 

The company has apparently elected to 
ignore in 1956, a partial recovery of the 
market loss in 1955, even though the 
higher 1956 market price is still below the 
original cost. This procedure is acceptable 
—and probably preferable. The principle 
is that the writedown establishes a new 
“cost.” To accept market recovery as a 
basis for writing values back up to present 
market (or to cost if lower) would intro- 
duce an unrealized gain into the period of 
the market recovery. 

c. The sale of the Y Company Bonds 


was not properly recorded. The entry 
should have been as follows: 


$10,000 
200 


The loss of $1,000 taken in 1955 reduced 
the book value of the Y Company Bonds 
to $9,000. Their sale in 1956 for $9,200 re- 
sulted in a gain of $200. To adjust the in- 
correct entry made at the time of the sale, 
the following entry should be made at the 
end of the period: 

Allowance to Reduce Investments from 


Loss on Sale of Securities........ $800 
Gain on Sale of Securities........ 200 


Should the company elect to recognize the 
partial market recovery in 1956 of the 
market decline in 1955 of the X Company 
Bonds, the following entry might be made: 
Allowance to Reduce Investments from 


The balance of $800 in the “Allowance” 
account then states the investment in X 
Company Bonds at its present market 
value. On the item by item basis elected by 
the company, the appreciation of the Z 
Company Bonds to a value still further 
above cost than in 1955 may be ignored. 


Number 2 (Estimated time—12 to 20 min- 
utes) 


INSTRUCTIONS: You are to match each 
of the ten numbered items with the one 
term listed below (A through R) which 
most specifically identifies the cost concept 
indicated parenthetically. (Caution: An 
item of cost may be classified in several 
ways, depending on the purpose of the 
classification. For example, the commis- 
sions on sales of a proposed new product 
line might be classified as “direct,” “vari- 
able” and “marginal,” among others. 
However, if such costs are being consid- 
ered specifically as to the amount of cash 
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outlay required in making a decision con- 
cerning adoption of the new line, the com- 
missions are “out-of-pocket costs.” That 
would be the most appropriate answer in 
the context.) 


On your answer sheet list the numbers 1 


through 10. Indicate your choice of answer 
for each item by printing beside the item 
numbers the capital letter which identifies 
the term you select. 


A. By-product costs 


TERM TERM 


. Indirect costs 


. Common or joint . Opportunity costs 
costs L. Original cost 

. Controllable costs M. Out-of-pocket costs 

. Direct costs N. Prime costs 
Estimated costs O. Replacement costs 
Fixed costs P. Standard costs 

. Historical cost Q. Sunk costs 

. Imputed costs R. Variable costs 
Differential cost 


ITEM 


1. The management of a corporation is 


considering replacing a machine which 
is operating satisfactorily with a more 
efficient new model. Depreciation on 
the cost of the existing machine is 
omitted from the data used in judging 
the proposal, because it has little or 
no significance with respect to such de- 
cision. (The omitted cost.) Answer— 
Q. Sunk costs. 


. In public utility accounting, regula- 


tory bodies require that assets be car- 
ried at the cost to those owners who 
first devoted the assets to public use. 
(The cost described.) Answer—L. 
Original cost. 


. One of the problems encountered by a 


bank in attempting to establish the 
cost of a “commercial-deposit” ac- 
count is the fact that many facilities 
and services are shared by many reve- 
nue-producing activities. (Costs of 
the shared facilities and services.) An- 
swer—B. Common costs. 


4. A company declined an offer received 


to rent one of its warehouses and 
elected to use the the warehouse for 
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storage of extra raw materials to in- 
sure uninterrupted production. Stor- 
age cost has been charged with the 
monthly amount of the rental offered. 
(This cost is known as?) Answer—K. 
Opportunity costs. 


. Amanufacturing company excludes all 


“fixed” costs from its valuation of in- 
ventories, assigning to inventory only 
applicable portions of costs which vary 
with changes in volume of product. 
(The term employed for the “vari- 
able” costs in this context by advo- 
cates of this costing procedure.) An- 
swer—D. Direct costs. 


. The sales department urges an in- 


crease in production of a product and, 
as part of the data presented in sup- 
port of its proposal, indicates the total 
additional cost involved for the vol- 
ume-level it proposes. (The increase 
in total cost.) Answer—I. Differential 
costs. 


. A CPA takes exception to his client’s 


inclusion in the cost of a fixed asset of 
an “interest”’ charge based on the cli- 
ent’s own funds invested in the asset. 
The client states the charge was in- 
tended to obtain a cost comparable to 
that which would have been the case 
if funds had been borrowed to finance 
the acquisition. (The term which de- 
scribes such “‘interest’’ charges.) An- 
swer—H. Imputed costs. 


. The “direct” production cost of a unit 


includes. those portions of factory 
overhead, labor and materials which 
are obviously traceable directly to the 
unit. (The term used to specify the 
last two of the named components.) 
Answer—N. Prime costs. 


. Calling upon the special facilities of 


the production, planning, personnel 
and other departments, a firm esti- 
mated its future unit cost of produc- 
tion and used this cost (analyzed by 
cost elements) in its accounts. (The 
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term used to specify this scientifically 
predetermined estimate.) Answer—P. 
Standard cost. 
10. A chemical manufacturing company 
- produces three products originating in 
a common initial material mix. Each 
product gains a separate identity part 
way through processing and requires 
additional processing after the “split.” 
Each contributes a significant share of 
revenue. The company plans to spread 
the costs up to the “split” among the 
three products by the use of relative 
market values. (The term used to 
specify the costs accumulated up to 
the point of the “split.”) Answer— 
B. Joint costs. 


Number 3 (Estimated time—13 to 20 min- 
utes) 


It has been suggested by some that 
plant and equipment would be replaced 
more quickly if depreciation rates for in- 
come tax and other accounting purposes 
were substantially increased. As a result, 
business operations would receive the 
benefit of more modern and more efficient 
plant facilities. 

Discuss the merits of this proposition. 


Answer 3 


Since it is permissible to use one de- 
preciation method (and rate) for book ac- 
counting purposes and another method 
(or rate) in the determination of taxable 
income, it would seem desirable to con- 
sider separately the possible effects upon 
replacement policy of (a) accelerated de- 
preciation for book accounting and (b) ac- 
celerated depreciation for income tax pur- 
poses. 

(a) Accelerated depreciation for book ac- 
counting purposes. There is no logical or 
accounting reason why a decision involv- 
ing the possible replacement of an asset 
should be influenced by the amount of the 
undepreciated cost of the old asset, or 


conversely, the amount of accumulated 
depreciation. This undepreciated balance 
is a “cost”? which is common to both al- 
ternatives in the decision: 


(1) the continued use of the old asset, 
and 

(2) the purchase of a new asset which 
involves the retirement of the old 
one. 


As a “cost” common to both alternatives 
the undepreciated balance should be ig- 
nored in arriving at the decision. Of 
course any decline in scrap value of the old 
asset which would result from its con- 
tinued use—and interest on the scrap 
value—should be considered in determin- 
ing the cost of using the old asset, but 
these amounts would not be affected by 
the depreciation method (or rate) which 
has been in use. It would seem, therefore, 
that for book accounting, the depreciation 
method (or rate) has no effect on replace- 
ment policy and that it should be deter- 
mined solely from the standpoint of a 
proper matching of cost and revenue. 

It might be noted parenthetically that 
management decisions are not always 
made logically—and from the long-run 
point of view. A decision to replace an as- 
set does involve the writeoff of the unde- 
preciated cost. It is conceivable, for ex- 
ample, that a division manager due to re- 
tire at the end of the current year—and 
wishing to go out in a “blaze of glory”— 
would prefer not to have a major write-off 
charged against his division this year, 
even though the long-run performance of 
the division would be improved. 

(b) Accelerated depreciation for income 
tax purposes. Accelerated depreciation de- 
fers the payment of income taxes and in- 
creases working capital. On a single asset 
this increase in working capital is only 
temporary; it is built up in the early years 
in the life of the asset and disappears in 
the later years. On total assets, however, 
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the increase in working capital tends to be 
more or less permanent. It would seem, 
therefore, that where the availability of 
capital is a significant factor in replace- 
ment policy, accelerated depreciation for 
tax purposes would facilitate earlier re- 
placement, even though the decision as to 
whether the replacement should be made 
would be independent of the depreciation 
method (or rate) which has been in effect 
on the old asset—or to be applied to the 
new asset. 

It can be argued that the existence of a 
large undepreciated cost of an old asset is 
a factor in favor of replacement. This 
amount will be deductible for taxes either 
(1) immediately, if the asset is retired, or 
(2) over future years, if the asset is con- 
tihued in use. Immediate retirement 
would provide temporary working capital 
through the deferment of tax payment. It 
would appear, therefore, that lower de- 
preciation rates in the past, resulting in a 
larger undepreciated cost, offer a slight in- 
ducement to earlier replacement through 
the provision of temporary working capi- 
tal. It should be clear, however, that in 
planning future depreciation policy (for in- 
come tax purposes) higher rates in the 
early life of the asset defer tax payments 
and provide working capital which may 
facilitate earlier replacement. 

So long as the rather illogical provision 
in the income tax law permits the gain on 
the retirement and sale of an asset to be 
treated as a capital gain, excessive deprecia- 
tion rates operate actually to reduce in- 
come taxes, increase net income, and pro- 
vide permanent additional capital. 


The Income Tax Method on the Books 


Finally, it should be emphasized that 
whether depreciation for book accounting 
coincides with depreciation for income tax 
purposes or whether it is separately deter- 
mined to arrive at a better matching of 
cost and revenue, the method (or rate) 
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selected should have no effect on replace. 
ment policy. 


Number 4 (Estimated time—20 to 30 min- 
utes) 


On January 2, 1955, the ABC Company 
purchased display equipment for their 
store under the following terms: $2,000 to 
be paid upon installation, plus five annual 
payments of $1,000, the first payment to 
be made on December 31, 1955. Title to 
the display equipment was retained by the 
seller until the final payment was made. It 
is estimated that the display equipment 
will be used for ten years, with no residual 
value. 

This same display equipment was avail- 
able at a cash price of $6,600. 

You are required to make all accounting 
entries relating to the display equipment 
as of January 2 and December 31, 1955 
and as of December 31, 1956. For each en- 
try, you are to give your supporting rea- 
sons. Do not consider income tax aspects of 
the transaction. 


Answer 4 

January 2, 1955 
Display equipment............... 
Deferred Financing Costs.......... 


$2 
Equipment Notes Payable....... 5 
To record the purchase of display 
equipment. 


Explanation 

Even though legal title rests with the 
seller until the final payment is made 
equitable title rests with the company and 
the equipment must be recorded as an as- 
set, to be accounted for over its life as 
though the legal title were held by the 
company. A footnote to the balance sheet 
should indicate the title restriction. 

The cash price of $6,600 determines the 
amount to be recorded as an asset on the 
“cost basis” principle. The additional $400 
is a financing cost to be set up as a deferred 
charge at the time of purchase and amor- 
tized over the life of the payment contract. 
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December 31, 1955 
To record the first annual payment on the purchase contract. 
jation of Display Equipment.................. 
Accumulated 
To record annual depreciation by the straight-line method, based on a ten-year life. 


Financing 


Expense. . 


$5,000 


To amortize deferred financing costs by the “dollars outstanding” method. 400 575,000 9133-33 


To record the second annual payment on the purchase contract. 
Depreciation on Display Equipment................-- 
Accumulated Depreciation on Display Equipment. . 


To record annual depreciation. 


Deferred Financing 


GROUP II 
(Estimated time—75 to 105 minutes) 


(Answer any three questions in this 
group. If more are answered, only 
the first three will be considered.) 


Number 5 


In its financial statements for 1954 the 
Plate Glass Company reports an item— 
Deferred Federal Income Tax, $351,000. 
The president in his letter to stockholders 
states that this is in connection with ac- 
celerated amortization allowed under cer- 
tificates of necessity. 

a. Explain the nature of this item on the 
financial statement, and the accounting 
theory involved in this procedure. 

b. Assuming that this is the first year 
that such an item has appeared, give the 
journal entries which were probably made 
to record this item, and entries which will 
affect this account in future years. En- 
tries which will be repeated over a number 
of years may be so labeled. (Assume a 20- 
year life and a cost of $4,500,000 for the 
assets involved.) 


Answer 5 
a. The item Deferred Federal Income 


Tax should appear on the balance sheet 
among the long-term liabilities. It repre- 
sents an estimate of income tax payments 
to be made in future years applicable to 
business income (not taxable income) 
which has already been reported as earned. 

The situation here arises from the fact 
that depreciation is being accounted for 
differently on the books than for income 
tax purposes. The theory involved is that 
income tax expense appearing on the in- 
come statement should “match” reported 
business income rather than taxable in- 
come—that income tax expense, like any 
other expense, should be allocated to the 
accounting periods in which there is re- 
ported the income which is responsible for 
the income tax expense, even though the 
tax may be assessed and paid in a prior or 
a subsequent period. Over the long run, in 
spite of differences between book account- 
ing and tax accounting, reported business 
income should equal taxable income (aside 
from tax exempt income and non-deduct- 
ible expenses). If there are no changes in 
the taxpayer’s effective tax rates from 
year to year, the allocation of the income 
tax expense can be done with a reasonable 
degree of accuracy. 

In the instant case it appears that the 
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company has been using for income pur- 
poses the 20% amortization rate allow- 
able for property covered by “certificates 
of necessity,” but that for book accounting 
purposes it has been using a lower rate 
based on the estimated useful life of the 
property. For 60 months, therefore, tax 
depreciation will exceed book depreciation, 
and reported business income will exceed 
taxable income. After 60 months, however, 
and to the end of the estimated useful life 
of the property, no amortization (depreci- 
ation) can be taken for tax purposes, but 
book depreciation continued; during this 
period, therefore, taxable income will ex- 
ceed reported business income by the same 
total amount as the excess of reported 
business income over taxable income in 
the first 60 month period. Appropriate 
“matching” of income tax expense to re- 
ported business income demands that in 
the first 60 months, when reported busi- 
ness income exceeds taxable income, in- 
come tax expense should be accrued on the 
excess of reported business income over 
taxable income, and set up in a Deferred 
Federal Income Tax account. In the years 
subsequent to the 60 month period, when 
taxable income exceeds business income, 
the part of the tax assessment applicable 
to the excess of taxable income over re- 
ported business income will be charged 
against the Deferred Income Tax ac- 
count. Subject to changes in the effective 
income tax rate, this account should just 
be exhausted at the end of the estimated 
useful life of the property. By this pro- 
cedure the income tax expense item on 
each income statement “matches” the re- 
ported business income for the period. 

b. On the $4,500,000 plant acquired 
during the current year under certificates 
of necessity the allowed deduction for in- 
come tax purposes is 20% or $900,000. For 
book purposes, however, under the as- 
sumption of a useful life of 20 years, the 
depreciation expense is $225,000. For five 
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years, therefore, reported business income 
will exceed taxable income by $675,000— 
a total of $3,375,000 in five years. During 
the next 15 years taxable income will ex. 
ceed business income by $225,000 each 
year—again a total of $3,375,000 in the 
fifteen years. The entries necessary to 
“match” the income tax expense with re- 
ported business income over the 20-year 
period are as follows (assuming a flat 52% 
corporation tax rate): 
For each of the first five years: 
Provision for Current Year’s 
Deferred Federal Income 


$351,000 
Accrued Federal Income 


For each of the subsequent 15 years: 
Provision for Current Year’s In- 
Deferred Federal Income Tax.. $117,000 
Accrued Federal Income 
XX 
($225,000 52% =$117 ,000) 
(Proof that the deferred tax liability would be extin- 
ea at the end of 20 years: $351 ,000X 5=$117 ,000 
15. 


Number 6 


The capital and surplus section of the 
Jones Company’s balance sheet at Decem- 
ber 31, 1955 was as follows: 


Common stock—$i00 par (Authorized 
50,000 shares, issued and outstanding 


$1,300,000 


On January 2, 1956, having idle cash, 
the company repurchased 400 shares of its 
stock for $50,000. During the year it sold 
100 of the reacquired shares at $135 per 
share, sold 100 at $122.50 per share and 
legally retired the remaining 200 shares. 


* Norte: The Securities and Exchange Commission 
has ruled that there must appear on the income state- 
ment as a single item the amount of income tax assessed 
and payable for the current year. There may be shown 
on the income statement deductions from or additions 
to this amount to arrive at “Provision for Current 
Year’s Income Tax” as computed and recorded in the 
foregoing entries. 
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a, Discuss the accounting principles in- 
yolved in handling these transactions, in- 
cluding consideration of possible alterna- 
tives. 

b. Prepare journal entries for each 
transaction in accordance with the prin- 
ciples which you believe should be applied. 


Answer 6 


a. In accounting for treasury stock 
about the only points on which there is 
general agreement are that such transac- 
tions (1) do not result in gains or losses, 
and (2) may not increase retained earn- 
ings. There is substantial disagreement on 
most other aspects of treasury stock ac- 
counting. 

1. The Institute Committee on Ac- 
counting Procedure, in a 1938 pronounce- 
ment, has this to say: 


“Apparently there is general agreement that 
the difference between the purchase price and the 
stated value of a corporation’s common stock 
purchased and retired should be reflected in cap- 
ital surplus. Your committee believes that while 
the net asset value of the shares of common stock 
outstanding in the hands of the public may be in- 
creased or decreased by such purchase and retire- 
ment, such transactions relate to the capital of the 
corporation and do not giverise to corporate prof- 
its or losses. Your committee can see no essential 
difference between (a) the purchase and retire- 
ment of a corporation’s own common stock and 
the subsequent issue of common shares, and (b) 
the purchase and resale of its own common 
stock.” 


2. The American Accounting Associa- 
tion’s Committee on Concepts and Stand- 
ards, in its 1957 revision of Accounting and 
Reporting Standards for Corporate Finan- 
cial Statements takes the following position: 


“The acquisition of its own shares by a cor- 
poration represents a contraction of its capital 
Structure. However, statutory requirements are 
particularly restrictive in this area of corporate 
activity and, to an important degree, are controll- 
ing in the reporting of such transactions. Prefer- 
ably, the outlay by a corporation for its own shares 


is reflected as a reduction of the aggregate of con- 
tributed capital, and any excess of outlay over 
the pro-rata portion of contributed capital as a 
distribution of retained earnings. The issuance of 
reacquired shares should be accounted for in the 
same way as the issuance of previously unissued 
shares, that is, the entire proceeds should be 
credited to contributed capital.” 


3. Accounting Trends and Techniques 
indicates that the prevailing practice is to 
carry treasury stock at its cost. 

The American Accounting Association 
theory seems to imply that the repurchase 
of a company’s stock is a reversal of its 
original issue; therefore the entries made 
at the time of original issue should be re- 
versed at repurchase. The par or stated 
value should be charged to Capital Stock 
(or to Treasury Stock if statutory provi- 
sions require it); the charge to Paid-In 
Surplus should not be more than a pro 
rata amount of the total excess of issue 
price over par or stated value; and any 
excess of repurchase cost over issue price 
should be charged to Retained Earnings as 
a distribution of earnings. The subsequent 
reissuance of reacquired stock should be 
treated as the original issue of previously 
unissued stock. The recommended entries 
are consistent with the theory that the 
transactions to be “paired” are the issue 
of the stock and its repurchase. 

The American Institute of Accountants 
recommendation seems to differ from that 
of the American Accounting Association 
only in that the amount chargeable to 
Paid-In Surplus (per share) is not related 
to the issue price of the stock. All of the 
excess of repurchase price over par or 
stated value is chargeable to Paid-In Sur- 
plus until the account is exhausted—and 
then to Retained Earnings. This is not 
quite consistent with the theory that the 
repurchase of the stock “reverses” the 
initial issue. 

The recording of treasury stock at cost, 
which seems to be the prevailing practice, 
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implies that the repurchase of a company’s 
own stock is ot related to its issue (unless 
the stock is retired). The repurchase is a 
“new” and independent transaction, to be 
“paired” with a subsequent resale, at 
which time differences between repurchase 
price and resale price will be charged or 
credited to Paid-In Surplus—except that 
charges in excess of existing (total) Paid- 
In Surplus must be made to Retained 
Earnings. The accounting treatment fol- 
lowed is consistent with the theory that 
the repurchase and resale transactions are 
the ones to be “paired,” or “matched.” 

b. Entries to record the transactions 
might be any of the following: 
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people have suggested that these price. 
level adjustments should be confined to 
the fixed assets and related depreciation. 

What can be said in favor of such a pro- 
posal? Against it? 

b. The price index rose from 125 to 175 
during the previous year and from 175 to 
225 during the current year. The dollar 
sales during the previous year were 
$240,000 and during the current year were 
$300,000. 

(1) For comparative income statement 
purposes you are to convert the sales fig- 
ures for both years to the price level exist- 
ing at the end of the current year. You are 
to assume that sales were made uniformly 


If Recorded at Par 
If Recorded at Cost 
AAA Basis AIA Basis 
Debit Credit Debit Credit Debit Credit 

To record purchase of 400 shares of common 

stock at $125 per share. 
To record sale of 100 shares of Treasury stock 
at $135 per share. 

To record sale of 100 shares of Treasury stock 

at $122.50 per share. 
25,000 20,000 20,000 


To record cancellation of 200 shares of com- 
mon stock held in the Treasury. 


* Note: These entries could be made to the Capital Stock account if statutory requirements permit. In such a 


case the last entry would not be required. 


Number 7 


a. In considering the merits of using 
price indexes for the purpose of converting 
the accounting data as reflected in the 
conventional historical cost accounts, some 


throughout both years, and that the 
change in price level was also uniform. 
(2) What additional information is re- 
vealed by a comparison of the converted 
figures? How do you interpret them? 
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Answer 7 


a. In favor of the proposal: 

(1) Since fixed assets are commonly held 
for a long period of time, the effect of price- 
level changes—when substantially all in 
one direction (upward for the past twenty 
years)—is cumulative and therefore likely 
to be relatively material (approximately 
100% increase in the ten year period from 
1940 to 1950). 


Norte: It is equally true, of course, that long- 
run up-and-down price level changes—insofar 
as the increases tend to offset the decreases— 
may have little met effect upon total fixed asset 
values or upon total depreciation at a given time. 


(2) The effects of price-level changes 
upon fixed asset values and depreciation 
persist long after prices become relatively 
stable, until all fixed assets are post price- 
change period. 

(3) Depreciation is a significant item of 
cost and expense in many industries. 

Against the proposal: 

(1) All-inclusive adjustment is essential 
to full disclosure; “piecemeal” adjustment 
is misleading. 

(2) Where the LIFO inventory method 
is not used—and during or immediately 
following a sharp price level change—the 
adjustment of Cost of Goods Sold for 
price-level changes may affect income more 
than the adjustment for depreciation. This 
was true, in the years 1946 and 1947, for 
the total income of all corporations. 

(3) One of the most important effects of 
price-level change may be its impact on 
the “net balance of fixed dollar items”— 
cash, receivables, bond investments, etc., 
measured against liabilities and non-par- 
ticipating preferred stock. For example, 
when the general price level is rising, 
corporations derive gain (realized or un- 
realized) from any excess of liabilities and 
non-participating preferred stock over as- 
sets fixed in dollar amounts. Only an all- 
inclusive adjustment will reveal this type 
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of gain or loss resulting from price-level 
changes. 
(4) It is desirable that the effect upon 
the capital accounts of all such adjust- 
ments be revealed and explained; this re- 
quires an all-inclusive adjustment. 

b. (1) To determine the average price in- 
dex 

1. for the previous year: 

150 


2. for the current year: 
200 


To convert the sales figures to the price level existing 
at the end of the current year 
1. for the previous year: 


225 
$240,000 = $360,000 
2. for the current year: 
$300 500 
200 


(2) The reported sales increase of $60,000 
is now seen to be a decrease of $22,500 
when measured in common dollars. If the 
company’s sales prices have moved with 
other prices, there has been a decline in 
physical sales volume. In any case, sales 
measured in dollars of equal purchasing 
power—purchasing power as of the end of 
the current year—have declined $22,500. 
This is a significant factor in evaluating 
the company’s performance. 


Number 8 


During the current year Company P ac- 
quired an 80% interest in the capital stock 
of two existing companies: S and T. Com- 
pany P issued 100,000 shares of its $50 par 
value common stock in exchange for 
40,000 shares of the $25 par value com- 
mon stock of Company S. P Company ac- 
quired 800 shares of T Company no par 
common for $400,000 in cash. The invest- 
ment in S was recorded at the par value of 
the stock issued and the investment in T 
at the cash price. 
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In the process of consolidating the three 
companies, it is determined that as of the 
date of acquisition the book value of the 
investment in S and in T is smaller than 
the book value of an 80% interest in the 
net assets of the respective companies as 
follows: S Company—$800,000; T Com- 
pany—$160,000. At the time of the acqui- 
sition the approximate quoted market 
values of the common shares of the three 
companies were as follows: P—$60-65; 
S—$150-160; T—$480-495. 

a. Explain the possible reasons for the 
cost of stock of a subsidiary being less 
than the book value of the underlying net 
assets on the books of the subsidiary, and 
recommend how these amounts should be 
handled on the consolidated financial 
statements in each situation, giving rea- 
s.as for your recommendation. 

b. Discuss the specific situation of con- 
solidating S Company and T Company in 
view of the data given and the reasons you 
present in (a) above. 


Answer 8 


a. The (recorded) cost of stock of a 
subsidiary may be less than the book 
value of the underlying net assets on the 
books of the subsidiary for any one or a 
combination of the following reasons: 

(1) Certain specific assets may be over- 
valued. If so, these assets should be writ- 
ten down. 

(2) Certain liabilities, particularly those 
of uncertain amount, may be understated, 
or even unrecorded. In such a case these 
liabilities should be entered or restated. 

(3) The market price of the subsidiary 
stock, the earnings record, or other evi- 
dence may indicate a general “‘overvalua- 
tion” of the net assets—the existence of 
“negative goodwill.” In this case there 
may be created a general reserve for over- 
valuation of assets, to be shown on the 
balance sheet as a deduction from total 
assets. 
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(4) The acquisition may have been made 
at less than true value; a gain may have 
been made on the purchase of the stock, 
Since this is not likely to occur under con- 
ditions of arm’s-length bargaining, gains 
on purchases are rarely recognized in the 
accounts. However, should such a “for. 
tunate purchase” be indicated—the excess 
of the book value of the net assets of the 
subsidiary over the investment account 
(the cost of the stock) would be set forth 
in a special consolidated net worth ac- 
count. However, this procedure is not 
recommended except in most unusual cir- 
cumstances. 

(5) In other than a cash purchase the 
cost may not have been properly recorded. 
For example, in an exchange of stock, the 
ratio of exchange—and the relative market 
value of the two stocks—may indicate 
that a premium has been received for the 
stock of the parent company but not re- 
corded as such. This error in recording cost 
would account for the apparent excess of 
book value of net assets over cost. The 
error should be corrected by restating the 
investment account on the books of the 
parent company and recording the premi- 
um. In the absence of such a correction 
entry on the books of the parent company 
the premium should at least appear on the 
consolidated balance sheet. 

b. The S Company 

Here there is no evidence that assets 
are overvalued—or liabilities understated. 
Consider these facts. 


$5,800,000 
$6,000, 000 plus 


stock—used as the 
value of P Company stock issued 

for 80% of S Company stock..... 


$6,000,000 plus 
$5,000,000 


These facts indicate clearly that the cost 
of the S Company stock purchased by the 
P Company was at least $6,000,000, as 
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indicated by the market prices of the stock 
of both companies. Had the purchase been 
properly recorded, the investment account 
would be $200,000 in excess of 80% of the 
book value of the net assets of the S Com- 
pany. This amount would appear on the 
consolidated balance sheet as ‘‘Excess of 
cost over book value of subsidiary stock.” 

The P Company 

In this case there is substantial evidence 
of either: 

(1) Overvaluation of assets or under- 
statement of liabilities—overstatement of 
net assets, Or 

(2) A “fortunate purchase.” 

The facts are these: 


Book value of 80% of T Com- 
y 
Market value of 80% of T 
Company stock........... $384,000 to $396,000 
Cash price paid for 80% of T 
Company stock $400,000 


The cash price paid by P Company for 
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80% of T Company stock was slightly in 
excess of its market price. The cost 
was properly recorded at $400,000. The 
$160,000 excess of 80% of the book value 
of the net assets of S Company over the 
investment account is therefore a rather 
clear indication of overvaluation of specific 
assets (or an understatement of liabilities), 
a general overstatement of net assets, or 
a “fortuntate purchase.” The possibility 
of a “fortunate purchase” is rather slight, 
since the price paid was in excess of the 
market price. There is no evidence to indi- 
cate the overvaluation of specific assets, 
or understatement of specific liabilities. 
We are therefore led to the conclusion that 
there is an overall overvaluation of net as- 
sets that should be the basis for the crea- 
tion of a reserve for over valuation of as- 
sets of $200,000 ($160,000 divided by 
80%) which will appear as a deduction 
from total consolidated assets. 
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ASSOCIATION NOTES 


E. Buri AvustTIN 


(Eprror’s Note: Readers of this section are urged to send items eligible for inclusion in these columns to E. Bul 
Austin, Oklahoma State pe College of Business, Stillwater, Oklahoma. At intervals a routine request js 


mailed asking for this information, 


CALIFORNIA 
Claremont Men’s College 


GrorcE Grsss has been reappointed to a four- 
year term on the state board of accountancy. 


Los Angeles State College 


E. I. Fyexp, formerly of the College of the 
City of New York, joined the staff in September 
as visiting professor of accounting. 

Horwicu has been appointed assist- 
ant professor of accounting this fall. 


ILLINOIS 
Northwestern University 


T. Leroy Martin conducted a three day In- 
stitute in Hospital Accounting under the auspices 
of the Mississippi Hospital Association at Gulf- 
port in July. 

Southern Illinois University 

Mary Noer Barron has returned to the 
campus after a 15-month leave of absence, during 
which time she served as assistant auditor for the 
State of Kentucky. 

Emerson C. Erp has been granted leave of ab- 
sence for one year to continue work on his doctor- 
ate at Indiana University. 


KANSAS 
University of Wichita 

Witutram D. Tuxsury was added to the staff 
in September. 

H. CaLvert KRveEGER has accepted a position 
at Arizona State College. 

Francis D. JABARA received his CPA certifi- 
cate in Kansas last December. 

The Second Annual Petroleum Accounting 
Conference was held on the campus in May with 
over 250 persons attending. 


LOUISIANA 
Tulane University 


The Seventh Annual Tulane Tax Institute will 
be held in New Orleans at the St. Charles Hotel 
October 23 through October 26, 1957. Nationally 
known authorities will speak on such subjects as 
family and business problems, taxwise life insur- 


t readers need not wait for these communications.) 


ance planning, income tax planning for estates, 
oil and gas problems, current problems in the 
general field of taxation, and proper handling of 
potential fraud cases. 


Louisiana Polytechnic Institute 


The Tenth Annual Louisiana Accounting Con- 
ference will be held October 23 and 24 on the 
campus. Nationally prominent speakers will de. 
liver lectures on public accounting, income tar, 
industrial accounting, oil and gas industries, in- 
surance, and accounting theory. 


NEW JERSEY 
Rutgers University 
Stpney I. Suton has been promoted to the 
rank of associate professor. 


NEW YORK 
New York University 


New appointments to the staff include Ben- 
JAMIN NEWMAN, editor of The New York Certified 
Public Accountant, as associate professor of ac- 
counting; Martin A. GAGE, as assistant professor 
of accounting; and MarTIN MELLMAN as in 
structor of accounting. 


Harpur Coilege 


Paitip M. Praker has been promoted to the 
rank of associate professor. 


OHIO 
Ohio State University 


Recent promotions are as follows: W1tt1aM B. 
Jencks to the rank of professor; LAuREN F. 
Brusx to the rank of associate professor; and 
Crayton R. GrimstapD to the rank of assistant 
professor. 

Josern E. Hampron, who received his Ph.D. 
degree in August, '1957, has accepted an assistant 
professorship in accounting at Cornell University. 

Cuartes F. Nacy of Memphis State College 
has been added to the staff in the rank of assistant 
professor. 

James BuLtocu of the University of Michigan, 


a recipient of a Haskins & Sells Foundation Fel- | 
lowship, has been added to the staff as instructor. | 
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Association Notes 


Two other new instructors are GERALD C. Brown, 
and Francis J. McGurr. 

Paul L. Noble is on leave of absence serving as 
comptroller of the Ohio Highway Department. 

At the Nineteenth Annual Institute on Ac- 
counting held in May, Roy B. Kester of Colum- 
bia University and the late HERMANN C. MILLER 
of Ohio State University were inducted into the 
Ohio State University Hall of Fame. At this In- 
stitute Witt1aM M. SLocum was presented the 
Hermann C. Miller Memorial Scholarship. 

Carson Cox has been elected Secretary of the 
Columbus Chapter of NACA. 

Paut Noste has been re-elected director and 
Lauren F. Brus# associate director of the Co- 
lumbus Chapter NACA. 

James R. McCoy has been elected a director 
of the Ohio Society of CPAs. 

Paut E. Fertic has been elected Secretary of 
the Columbus Chapter of the Ohio Society of 
CPAs. 

OKLAHOMA 
Oklahoma State University 
® Effective July 1, 1957, this institution, for- 
merly knownas Oklahoma A. &M. College, located 
at Stillwater, Oklahoma, became Oklahoma State 
University by legislative enactment. 
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B. F. Harrison spoke before the annual meet- 
ing of the Oklahoma Society of CPAs in June on 
the subject “‘A Five-Year Plan for Training Pro- 
fessional Accountants.” 


TENNESSEE 
David Lipscomb College 
Axe. W. Swane, head of the department of 
business administration, has been appointed 
executive secretary of the Tennessee Society of 
CPAs. His duties will include editing a monthly 
magazine for the society. 
WASHINGTON 
State College of Washington 
Expon S. HENDRIKSEN has been promoted to 
associate professor. 
WEST VIRGINIA 
West Virginia University 
Cart DENNLER, JR., formerly of the Univer- 
sity of Maine, has been appointed assistant pro- 
fessor of accounting. 


V. H. Vincent, formerly of the University of 
Tennessee, has been appointed professor of ac- 
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BOOK REVIEWS 


James S. LANHAM, EpITOoR 


Accounting 
Devin, McGurr AND More, Elementary Accounting Techniques... Ralph F. Beckert 671 
KENNEDY AND McMULLEN, Financial Statements: Form, Analysis and 
LITTLETON AND YAMEY, Studies in the History of Accounting....... Nelson D. Wakefield 678 
MacFarLanpD, AYARS AND STONE, Accounting Fundamentals... .... Homer A. Black 679 
Matz, Curry AND Frank, Cost Accounting..................-.... Paul T. Crossman 680 
Everett J. Mann 681 
TAYLOR AND SHEARING, Financial and Cost Accounting for Manage- 
WituiaMs AND Doris (Editors), Encyclopedia of Accounting Systems F. W. Woodbridge 683 
Economics 
EIsnER, Determinants of Capital Expenditures.......... .......... Sidney C. Sufrin 684 
NATIONAL BuREAU oF Economic RESEARCH, Regional Income....... Edgar S. Dunn, Jr. 684 
NATIONAL BuREAU OF Economic RESEARCH, Problems of Capital For- 
Electronics 
Eustis, A Primer to the Automatic Office......................... Robert H. Gregory 686 
Lausacu, Company Investigations of Automatic Data Processing.... John Neter 687 
Finance 
Law and Management 
HEIMANN, MonTGOMERY, PorTH AND Rovetstap (Editors), Credit 
and Financial Management—Credit Manual of Commercial Law.. Paul C. Roberts 690 
Hiius, The Law of Accounting and Financial Statements........... Maurice Moonitz 691 
MacNrece, Production, Forecasting, Planning, and Control......... Lawrence J. Benninger 691 
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Book Reviews 
Accounting 


Frank J. Francis J. McGure, AnD ROBERT 
S. More, Elementary Accounting Techniques (Cleve- 
land 21, Ohio: The Southgate Publishing Company, 
1956, pp. 103, $2.50). 


How frequently has the statement been heard that 
the text has never been written that meets the needs, 
aims, and objectives of all—students, instructors and 
publishers? Evidently the authors of Elementary Ac- 
counting Techniques, Professors Devlin, McGurr, and 
More, ail of the School of Besinens, Econessite, ond 
Government, John Carroll University, Cleveland, Ohio, 
held the statement to be a valid one. As a result, a litho- 
printed, paper bound book of 103 pages, comprised of 
a preface, 18 chapters, and an index was written, with 
the purpose of “clear, orderly presentation of the tech- 
niques of elementary accounting, free from lengthy 
text material” as a “ready reference to everyone whose 
interest in accounting centers on ‘how to do it’.” 

Again, the authors state in the preface of the book 
that “It is not a textbook; rather, it is a reference book 
of techniques. It shows, in life-size illustrations how to 
make journal entries, post to the ledger, prepare work 
sheets, and draw up statements.” 

Briefness and conciseness have been goals well 
achieved in the book, but some criticism may be justi- 
fied as to the clarity and completeness of certain illus- 
trations; specifically, Chapter 2, titled “The Accounting 
Cycle” has an illustration on page 4 “Diagram of the ac- 
counting cycle.” It is believed that the “flow” is not 
illustrated to make easy comprehension. Further, it is 
believed that amounts inserted in the columns would 
have aided understanding of the illustration and would 
have clarified the transference to ledger accounts. Again, 
more complete detail could have been used on page 9 to 
illustrate the “Accounts Receivable” ledger account, 
while the same suggestion applies to page 11, the “Gen- 
eral Journal” illustration. On page 69, a “Guide Pattern 
for Monthly Bank Reconciliation,” would be infinitely 
more valuable to the beginner if figures had been used 
in the illustration. These suggestions seem 
since this is intended to be a “how-to-do-it” book. 

A more sophisticated level in the use of accounting 
concepts and standards would be demanded by either 
the business or non-business graduate student surveying 
accounting; and, therefore, the mechanics and tech- 
niques as presented in this book would probably be in- 
adequate for him. 

Some instructors would prefer functional headings 
since the material presented could not possibly conform 
to the order of presentation of the great number of ele- 
mentary textbooks in the field. 

If a student carefully and conscientiously took class 
notes during the period when the instructor covers the 


“Accounting Cycle,” he would have much of the ma- 
terial that is presented in “Elementary Accounting 
Techniques” by Devlin, McGurr, and More. The book 
does add valuable supplementary material to a basic 
text. It also expresses in different terms the material 
that the instructor normally covers in the classroom. 

This book might well be used as supplementary ma- 
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terial for a correspondence course in the first semester 
of elementary accounting, assuming that the text ma- 
would be essentially 


neophyte accounting 
might use “Elementary Accounting Techniques” as a 
manual and guide to supplement the text used. 

Although no significant contribution has been made 
to existing accounting literature, this 1956 publication 
might well serve as a reference book for the small 
businessman who is required to do his own bookkeeping 
and who is sufficiently conscientious to strive for im- 
provement in his records. 

For six years the authors have tested the effectiveness 
of the approach used in their book and have found it 
successful in the teaching of introductory accounting. 
It should achieve their goal as stated in the preface, 
“St shows where and how to put pen to paper to make the 
accounting records reflect the transactions which affect 


countant or nonbookkeeper and can serve as & reference 
to those who are interested in bookkeeping and account- 


ing records. 
F. BEcKErtT 
Professor of Accounting 
Ohio University 


DaLe KENNEDY AND STEWART YARWOOD Mc- 
MouLtten, Financial Statements: Form, Analysis, and 
Interpretation, Third Edition (Homewood, Illinois: 
Richard D. Irwin, Inc., pp. xviii, 633, Price $6.95). 
This text is composed of four distinct parts. “Part L. 

Introduction to and Construction of Financial State- 

ments” includes six chapters, one of which is introduc- 

tory, four descriptive of balance sheet practice, and one 
devoted to the income statement and statements of sur- 

“Part II. Analysis and Inter- 

pretation of Commercial and Industrial Financial 

Statements” presents a considerable variety of inter- 

pretive and analytical devices. Among those included 

are comparative statements, trend percentages, com- 
mon size statements, working capital analysis, and ratio 
analysis. “Part III. The Effect of Changing Price Levels 
on the Interpretation of Financial Statements” explains 
the influence of changing price levels on accounting 
data, describes adjustments for price level changes to- 
gether with their advantages and disadvantages, and 
presents an illustrative price-level study based on the 
published financial statements of the Tractor 
pecans, for the ten years 1941-1950. “Part IV. Prob- 

of Consolidated Financial Statements and Analysis 
oe 3 Interpretation of the Financial Statements of 

Various Types of Business” contains a chapter dealing 

with the reasons for and the advan- 


ee in agreement with “Elementary Accounting Tech- 
iques.”’ 
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banks. In each case, attention is given to any peculiari- 
ties of the business and its accounting, and illustrative 
data are given. 

Questions and problems to accompany the text are 
included in a separate binding. The 289 pages of mate- 
rials seem adequate for the purpose. 

Although they do point out certain weaknesses and 
deficiencies, the writers have attempted an exposition 
rather than a criticism of current financial statement 
practices. They are concerned primarily with devices 
and techniques to aid in the analysis and interpretation 
of financial data as currently presented, and tend te 
rely on accepted methods rather than to give attention 
to experimental or novel forms or techniques. In gen- 
eral, the text appears to be written for investment an- 
alysts and gives relatively little attention to the strictly 
managerial viewpoint. Break-even point analysis, for 
example, is not included. 

Considerable effort to support the text material with 
appropriate illustrations is evident. Exposition of 
methods and techniques is complete, and together with 
the extensive illustrations presents a full discussion of 
the subject. 

The strongest portions of the book are those dealing 
with ratio analysis and interpretation. In these sections, 
the authors do not rest with an explanation of the signi- 
ficance and method of calculation of each important 
ratio, but proceed to suggest some of the factors that 
might account for variations in a given ratio in succes- 
sive years or between different companies. This ap- 
proach leads the reader to view obvious conclusions 
with care and to regard ratios as but one of the means 
by which an understanding of financial statement data 
can be obtained. 

The material on price-level changes and their in- 
fluence on financial statements is a straightforward ex- 
planation of the problem and its possible solution 
through the use of index number adjustments. In con- 
nection with their illustrative application of price-level 
adjustments, the authors point out that a compre- 
hensive analysis adjusting for price-level changes is a 
considerable clerical burden, and that in many cases 
selected parts of such an analysis will serve the analysts’ 
purpose equally well with a smaller expenditure of time 
and effort. 

Another strong feature of this work is found in the 
exhaustive discussion of working capital and its analy- 
sis. The statement of changes in net working capital 
(source and application of funds) is included here as one 
of the devices ofyworking capital analysis. As such the 
statement is confined to accounting for the changes in 
net working capital—a much more restricted role than 
that accorded it by some writers. 

Perhaps the least satisfactory portion of the text is 
found in the early chapters which attempt to cover 
briefly and simply the background in accounting which 
one must have if he is to understand financial statements 
sufficiently well to be a successful analyst. Unfortu- 
nately, a brief course in accounting may be almost as 
confusing as helpful. Instead of supplying the student 
with a few basic ideas of statement practice such as ma- 
teriality, disclosure, classification, and the like, the 
writers present what is little more than a running list 
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of the possibilities within each section of the balance 
sheet and income statement. Inasmuch as statement 
practice contains a great number of alternative possi 
bilities, the result is likely to be less helpful than one 
might desire. 

Although the text points out that the income state. 
ment is probably of more importance to an analyst than 
the balance sheet, in almost every case the balance sheet 
is discussed first and at greater length than the state. 
ment of income. Even such a subject as inventory pric- 
ing, although discussed from an income statement point 
of view, is included in a chapter primarily concerned 
with the balance sheet. The general impression of the 
reader is likely to be that the balance sheet is really the 
more useful source of information. 

The authors deliberately refrain from presenting 
anything that might be considered a “standard proce- 
dure for analyzing and interpreting the financial dats 
of all business enterprises” since they feel statement 
analysis cannot be standardized. Nevertheless, a reader, 
impressed by the extent and complexity of financial 
statements as well as by the number of interpretive de- 
vices presented might well appreciate some clues to the 
relative importance of the various techniques. 

R. K. Mavutz 
Professor of Accountancy 
University of Illinois 


A. C. Lrrrreton and B. S. Yamey, Editors, Studies is 
The History of Accounting (Homewood, Illinois: 
Richard D. Irwin, Inc., 1956, pp. xi, 392, $7.00). 


In Studies in the History of Accounting there have 
been assembled for the first time twenty-three selected 
readings which combine to furnish a fascinating insight 
into the historical evolution of some of our present-day 
professional practices and procedures. Included is such 
a variety of essays covering such a variety of topics that 
the collection seems likely to be of benefit and interest 
not only to the serious student of history and to those 
especially interested in the development of accounting 
techniques but to the professional practitioner as well. 

The readings cover a period of approximately 
twenty-five hundred years, dating from classical an- 
tiquity to about 1900 a.p. While specific disclaimer is 
made by the editors of any intention to present a com- 
prehensive chronological record of the development of 
accounting practices during this period, some idea of 
the scope and magnitude of the work is indicated by 
the following quotation from the book’s jacket: “(The 
articles) illustrate various aspects of the history of ac 
counting, ranging from bibliography and biography to 
such topics as changes in accounting practices, the 
geographical spread of accounting techniques, the inter 
connections between accounting methods and the con- 
duct and organization of business, the rationale of ac- 
counting, and the value of accounting records to ect 
nomic and social historians.” At first glance this state- 
ment may appear to be overly ambitious, but reading of 
the book discloses that is not the case. 

Even a cursory survey of the titles of the articles 
which are included in the collection gives an indication 
of the varied nature and extent of the great wealth of 
material which here awaits the reader: 
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Book Reviews 


(1) Greek and Roman Accounting 
(2) A Short History of Tallies 
(3) Partnership Accounts in Twelfth CenturyGenoa 
(4) Medieval Treatises on Estate Accounting 
(5) Cromwell Household Accounts, 1417-1476 
(6) The Development of Accounting Prior to Luca 
Pacioli According to The Account-Books of 
Medieval Merchants 
(7) Luca Pacioli 
(8) Some Tudor Merchants’ Accounts 
(9) The First English Books on Book-keeping 
(10) Hugh Oldcastle and John Mellis 
(11) Origin of the Trial Balance 
(12) Evolution of the Journal Entry 
(13) Simon Stevin of Bruges 
(14) The Goldsmith Banker 
(15) A Bookseller's Memorandum Book, 1695-1720 
(16) Mr. Chest and Mr. Box 
(17) Accounting in Colonial America 
(18) The History of Methods of Exposition of 
Double-Entry Book-keeping in England 
(19) Edward Jones and the Reform of Book-keeping 
(20) Some Early Australian Accounting Records 
(21) Aspects of Railway Accounting Before 1868 
(22) British Company Accounting and the Law 
(23) The Early History of Double-Entry Book-keep- 
ing in Japan 


In general, these articles are based on extensive study 
and research involving two main kinds of material— 
surviving accounting records and text books and treat- 
ises on accounting—with no effort apparently having 
been made to attach undue importance to either. The 
result has been an interesting and significant blending 
of “practice and pedagogic exposition” which not only 
enhances the importance of the contribution which is 
made to the literature but increases the readability 
and appeal of the collection itself. 

Probably the dominant characteristic of the entire 
series of readings, and one that is readily apparent from 
the titles of the articles given above is the implicit recog- 
nition throughout of three primary factors which con- 
stitute the very essence of the professional development 
which has taken place: 

(1) Changing social, political, and economic envi- 
ronments which have had specific need for the 
services which accounting could supply 

(2) The emergence of individuals who recognized the 
need and sought to fill it 

(3) The development of techniques appropriate in 
filling the need 


Although 1900 A. D. is the terminal 
date, it may be observed that several of the articles 
are directly concerned with issues that are of primary 
professional urgency today. Among these are the defini- 
tion and periodic calculation of enterprise profits, the 
appropriate form and content of financial statements 
to be furnished to absentee shareholders, and the proper 
role of the State in regulating accounting practices. It 
is obvious that students, teachers, and practitioners 
alike may benefit from materials of this sort. 

In a lighter vein it may be noted that some of the 
less profound of the problems which apparently 


plagued our professional forebearers and which are 
brought to our attention in several of the readings have 
a strangely familiar sound. Thus, in 1573, one prac- 
titioner, John Waddington by name, found it necessary 
to beg “intervention of the Antwerp magistracy to help 
him recover his fees for more than a hundred days work 
on the books of a certain Baptist van Achelen.” (page 
186.) 

Another account (circa 1547) remarked that he had 
seen merchants’ books “so grosly, obscurely and 
lewdely kept, that after their desease nether wife, 
seruaunt, executor, nor other could by their bokes 
perceiue what of right apperteigned to them to be 
receiued of other, nether what iustly was due by them 
vnto other.” (page 186.) 

That the tribulations of bank cashiers and auditors 
have apparently not changed greatly through the years 
may be deduced from the following entry on the books 
of an English bank (circa 1760): “Wanting 1 shilling 
which a man stole at the counter.” (page 268.) 

The inclusion of material of this sort helps to make 
this collection of articles intensely interesting reading. 

In conclusion, it is apparent that this book repre- 
sents a very substantial and significant contribution to 
our growing body of literature. Its chief value seems to 
lie in the fact that it makes available materials that 
otherwise would be unknown or inaccessible to the 
average reader, and thus adds to the general knowledge 
of that rich heritage from which present-day professional 
practices have sprung. This background of general 
knowledge should make it easier to view modern prob- 
lems in a more precise perspective, and may, perhaps, 
lead to better and more appropriate solutions to them. 

This book of readings is the type of scholarly work 
which one would expect from its two distinguished 
editors and their sponsoring organizations (The Associ- 
ation of University Teachers of Accounting, Great 
Britain, and The American Accounting Association), 
and one of which they may all be justly proud. 

Netson D. WAKEFIELD 


Third Edition (New York: McGraw-Hill Book Com- 
pany, Inc., 1957, pp. xiii, 623, Price $6.50). 


Accounting Fundamentals represents a revision of 
earlier editions by MacFarland and Ayars. Chapter se- 
quence has been improved greatly and some new ma- 
terial has been added; terminology has been modernized 
throughout. The problems are almost entirely new. 


Accounting—Its Significance, gives the student a broad 
view of the nature and objectives of accounting before 
plunging into procedural details. The authors emphasize 
that accounting is not only a financial history but a 
means of facilitating enterprise management and plan- 
ning for the future. Despite this bold beginning, 
Accounting Fundamentals is in the tradition of how-to- 
do-it accounting texts; only one chapter deals with 
interpreting financial data and none with planning. 
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In The Statement of Financial Position and The 
Statement of Income technical terms are carefully de- 
fined in conformity with the best in accounting litera- 
ture. There are new sections on Revenue, Costs and Ex- 
penses, Recognition of Revenue and Matching Costs 
with Revenue. Account titles are improved: valuation 
accounts are called “Allowances,” “Capital Surplus” 
becomes Capital in Excess of Par, and “Earned Surplus” 
is changed to Retained Earnings. 

Chapter 4 deals with the form of accounts and ac- 
count balancing, and distinguishes between real and 
nominal accounts. Elaborate rules for debiting and 
crediting are introduced. The next chapter outlines four 
major and nineteen minor categories of transactions, 
illustrates how to analyze transactions, and shows the 
trial balance. Journalizing and posting, a chart of 
accounts, and business papers and practices for sales 
and purchases are taken up in Chapter 6. From the 
beginning illustrations deal with merchandising con- 
cerns, rather than the customary service establishment. 
In the chapter on adjustments all types are shown—a 
rather heavy dose. The use of adjustments for Cost of 
Goods Sold is a desirable feature. 

The work sheet chapter needs a step-by-step, simple 
illustration in lieu of the long description. The exposi- 
tion and questions even refer to columns by number 
rather than by class of information contained. The 
closing process for proprietorships, partnerships and 
corporations is shown, in keeping with the authors’ 
plan of pointing out the basic similarities in accounting 
fer different legal forms of business. 

Chapters 11 and 12 deal with controlling accounts, 
special and columnar journals, and other records. The 
next five chapters bring together information, formerly 
widely scattered, on accounting for particular assets. 
Then the continuity is abruptly broken by Chapters 
18-20, dealing with such diverse matters as payroll, 
manufacturing accounts and the voucher system. 

The material on cash dwells on minor details, even 
illustrating check stubs. Various ways of estimating 
bad debts and of valuing inventory are presented in 
succeeding chapters. The inventory discussion, al- 
though improved, emphasizes computations and hardly 
touches upon the advantages and disadvantages of the 
several methods. The coverage of notes and interest is 
standard, distinguished somewhat by parallel illustra- 
tions of maker’s and payee’s entries. 

The fixed asset chapter explains the sum of the years’ 
digits method of depreciation in addition to straight 
line and unit of performance, and includes amortization 
of intangibles and depletion. Payroll hardly warrants a 
separate chapter. The manufacturing chapter has been 
modernized and the orthodox voucher system has been 
embellished by the use of the net price method of record- 
ing purchases. 

The two chapters on partnerships are typical of the 
elementary text. Modern terminology and procedure 
have been employed in the three chapters on corporate 
stock, and the par value method of recording treasury 
stock transactions has been abandoned in favor of AAA 
recommendations. 

Chapter 26, Restricted Retained Earnings and 
Funds, commendably omits the previous exhaustive 
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list of “reserves” and differentiates between “reserves” 
and funds. The bond treatment is standard. The con. 
cluding chapter on analysis of financial statements is g 
good presentation of the most important types of ratios 
and comparisons, unburdened with a listing of all pos. 
sible types. 

From a technical standpoint, the handling of valus- 
tion is probably the least satisfactory feature of the 
book. The term “value” is used throughout in a con- 
fusing way. To show its financial position, say the 
authors, an enterprise would prepare a list which 
“would measure the value of the owners’ interest in the 
enterprise.” 

In summary, the previous user of Accounting Funde- 
mentals will find improved chapter sequence and termi- 
nology, but little change in subject matter. New users 
may be attracted by: 

(1) short chapters; 

(2) the brief introduction to each chapter, which 

smooth transition; 

(3) numerous questions, many calling for definitions 
and lists, but a number of which are thought-provoking; 
(4) 297 problems, varied in length and content; 

(5) two alternative practice sets for use after Chap- 
ter 13, one following Chapter 20. 

The problems have been thoroughly revised and are 
far more substantial than the text. Instructors who 
prefer the time-honored heavy emphasis on procedure 
will be pleased by this revision. It is more appropriate 


for freshmen than for upperclassmen. 
Homer A. Brack 
Associate Professor 
Florida State University 


Matz, J. Curry, Grorce W. Frank, 
Cost Accounting, Second Edition (Cincinnati: South- 
Western Publishing Company, 1957, pp. x, 838, 
$6.50). 

The second edition of this well-written text retains 
all of the excellent features of the first edition plus a new 
chapter on “Direct Costing,” a goodly number of new 
and additional problems, and an expanded discussion 
of inventory valuation methods and cost-expense vari- 
ation analysis. The cost bookkeeping procedures are 
presented in the somewhat customary sequence of job 
order, process, and standard cost systems. Managerial 
uses of cost data are stressed throughout the book which 
is so written and arranged that the student may prog- 
ress by easy steps from basic concepts to the more 
advanced material pertaining to cost and profit analyses 
for decision-making purposes. 

Part I, “Fundamentals of Cost Accounting,” pro 
vides a broad introduction to the field of cost account- 
ing, the elements of total cost, the cost accounting 
cycle, and the use of a voucher system and factory 
ledger for recording factory purchases. The liberal use 
of flow charts and illustrations of forms provides valu- 
able visual aids for the beginner who may have little or 
no knowledge of factory accounts and records. 

Following this bird’s eye view of the field of cost 
accounting, 2 comprehensive discussion of the elements 
of cost is presented in Part II. Noteworthy features in 
this section include: 
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Part V, “Cost and Profit Analysis for Decision- 


1. A description and comparative analysis of four 

commonly used methods of costing materials used. 

2. Alternative methods of pricing year-end inven- 

tories. Quotations from publications of the Ameri- 
can Accounting Association and the American 
Institute of Accountants are freely used in lieu of 
an extensive discussion of this topic by the au- 
thors. 

3. A rather complete but concise description of five 

tative incentive wage plans. 

4, Examples of typical provisions to be found in a 

union contract. 

Part II presents a complete discussion of the job 
order system of cost accounting. The chapters are 
clearly written, amply illustrated, and may be tied 


Part III relates to process and estimated cost sys- 
tems. Basic process costing procedures are explained. 
Two commonly used methods of obtaining unit costs 
(average and first-in, first-out) are set forth and com- 
pared. Some of the difficulties likely to be encountered 
in applying process cost methods in actual practice are 
explained. The subject of process costing is closed in 
Chapter 15 by a concise discussion of accounting for 
by-products and joint products. 

Pertinent factors relating to an estimated cost system 
are explained, and a summary of estimated cost pro- 
cedures effectively present the basic techniques relating 
to this less widely used system. 

Part IV is an integrated unit covering the book- 
keeping and management aspects of budgets and stand- 
ard costs. The over-all philosophy and basic features of 
a complete budget program are presented. In connec- 
tion with the material relating to the manufacturing 
expenses budget, some readers may question the con- 
sistency of including depreciation in the illustration of a 
productive department expense budget when viewed in 
connection with the statement: “However, only those 
expenses for which the department head can be held 
directly responsible should be included in his budget.” 

In Chapter 19 the authors explore the practical 
characteristics of a flexible budget in contrast with the 
fixed budget previously explained. The important 
topics of plant capacity and actual production as they 
affect budget determinations and the nature of manu- 
facturing expenses are treated in an excellent manner. 
The closing paragraph of Chapter 19 briefly presents 
the primary objective of using standard costs. A de- 
tailed explanation of standard cost principles and pro- 
cedures is given in Chapters 20 and 21. The extensive 
discussion of budget and standard cost variation analy- 
sis and the periodic disposition of variation account 
balances is expecially noteworthy. The authors effec- 
tively demonstrate the close relationship which exists 
between a complete budget and standard costs. 

A discussion of cost logically follows. Basic 


factors related to the form and content of such reports, 
their preparation, and the frequency with which they 
are submitted are explained. A series of examples 
together with a suggested list of managerial reports 
provide ample material for use as a guide in selecting 
and preparing the reports commonly used in a manu- 
facturing business. 
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a Meyer, Audit Practice Case, Fourth Edi- 
Cliffs, N.J.: Prentice-Hall Inc., 
1957, $6.95). 


Professor Meyer has revised his 1949 edition by 
bringing audit data down to the current year, but other- 
wise there appears to be little change from the third 
edition. Auditing instructors will recognize the Gay 
Printing Company and its perennial staff of Arnold 
Noman, Will Borrow and others; they will likewise 
learn with sorrow of the untimely death of James 
Noman in an automobile accident on November 21, 
1956, rather than eight years earlier. Trial balance ac- 
counts remain almost unchanged except that the Gay 
Printing Company, apparently suffering from the recent 
tight money situation, now has some $6,700 less in the 
bank than in 1948. 

For those unfamiliar with the Audit Practice Case, 
the set is broken down in three volumes: The first con- 
tains audit procedural descriptions, papers and records 
together with a general ledger forthe year 1956. The 
second volume includes extracts from books of original 
entry as well as enough vouchers and invoices to permit 
the verification of voucher transactions for the last two 
months of the year plus vouchers substantiating fixed 
working papers, last year’s audit report, and certain 


tine value and usefulness of this text. All of the basic features 
£ ratiog of the first edition are retained and a new chapter on 
ill pos. “Direct Costing” has been added. The attitude of the 
American Institute of Accountants, of the Internal : 
valus- Revenue Service, and of the Securities and Exchange ; 
of the Commission with respect to corporate reports prepared ; 
2 by the use of direct costing procedure is summarized. 
Ly the The authors close their discussion by quoting a sum- : 
which mary of the advantages and disadvantages of direct ’ 
in the costing from N.A.C.A. Research Bullelin No. 23. In 
view of the fact that direct costing is not yet considered j 
an “accepted accounting procedure,” it would have i 
been helpful had the authors proposed acceptable 
alternatives for presenting cost data of this type to } 
management. However, Part V admirably serves to f 
demonstrate the many managerial uses for cost data : 
beyond the basic purpose (formerly held) of providing Bos 
the unit cost of goods manufactured and sold. _ 
From the instructor’s point of view, the generous j 
number of discussion questions, exercises, and problems 
adds to the value of this book as a text. Three practice : 
sets (job order, process, and standard cost) are available. j 
This text retains all of the pedagogical qualities of the q 
first edition. Added emphasis has been given to man- : 
agerial uses for cost control and cost reduction. The : 
new and additional material explaining cost and ex- 
pense variation analysis should be most helpful to the : 
cost accountant when preparing reports for manage- i 
ment. In all its aspects, this revised book is an excellent 
one for use in teaching both cost accounting procedures : 
and managerial uses of cost data to the undergraduate mm 
student. 
Paut T. CrossMAN 
Professor of Accounting 4 
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forms to make the current work of statement prepara- 
tion less arduous for students. 

Professor Meyer has polished his new edition by 
eliminating such out-moded terms as “surplus” and 
“reserve for depreciation.” The instructional material 
has been condensed into a smaller package although 
one might regret the elimination of the former spiral- 
back binding for the audit working papers, this having 
been replaced by a bound volume. Regrettable, too, is 
the condensation of the voucher sizes and the elimina- 
tion of vouchers perforations which in the third edition 
would have permitted their removal for closer inspec- 
tion by students. 

A minimum amount of inventory cost analysis has 
been included in the Audit Practice Case. With the 
increased emphasis by auditors and business men on 
correct cost accumulations, the Case misses an oppor- 
tunity to explore somewhat more complex cost prob- 
lems that might be found in auditing. Similarly, it may 
be assumed that the limitations imposed by hand 
methods and the size of a business like the Gay Print- 
ing Company make it difficult to explore any recent 
and progressive developments in auditing. The tra- 
ditional visitor from Mars, returning to earth after an 
eight year absence, would perforce conclude that the 
science of auditing has stood granitelike and unchang- 
ing during this time. 

Since reviewers are prone to list all debits and omit 
the balances on the credit side, it should be conceded 
that, despite its shortcomings, Audit Practice Case still 
looks like one of the better sets available for instruc- 
tional use. Explanations are kept short and within the 
framework of accepted auditing procedures; they are 
clear and to the point. The student should be pretty 
well able to proceed under his own steam. This writer 
has used Professor Meyer’s work since 1945 and, de- 
spite the “mixture as before,” will probably continue to 
use it until something completely new and challen,ing 
comes along. 

Everett J. MANN 
Associate Professor of 
Business Administration 
Emory University 


A. H. Tayior anp H. SHearine, Financial and Cost 
Accounting for Management (London: Macdonald 
and Evans Limited, 1956, pp. vii, 258, Price 25s net). 


Whenever a book with “Managerial Accounting” or 
“Accounting for Management” in its title is opened an 
eager anticipation mixed with a sense of foreboding 
accompany the act. The eager anticipation is stimulated 
by the hope that at long last THE book in “Manage- 
ment Accounting” has been written. The foreboding 
arises from the realization that it is probably just 
another accounting book with some minor changes from 
traditional approaches and a liberal sprinkling of the 
words “management” and “managerial” to give sup- 
port to the title page and to the pious statements of the 
author that the book is written for the non-accountant 

er. 

Financial and Cost Accounting for Management is 
intended for this same group as the authors state in the 
Preface that “this book has been written with the spe- 
cific needs of management in mind.” It is difficult to 
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appraise the success with which they have succeeded 
in accomplishing their objective due to the differences 
which exist between British and U. S. accounting 
methods. There are many statements in the book which 
are wrong or misleading if accounting concepts in the 
United States are used as the standard. However, these 
are undoubtedly primarily if not entirely due to differ. 
ences in terminology between the two countries. When 
these limitations are neglected, the book appears to be 
a concise and easily understood presentation of account- 
ing for the business executive or potential non-account- 
ing management person. It is a book which could well 
be used as a pattern for a similar treatment of the sub- 
ject in the United States. It is not a textbook in the 
usual sense and it is not an exhaustive treatment of 
accounting but within its 250 pages are found the basic 
elements of accounting which are needed for an under- 
standing of accounting by management. 

Resting on the premise that one of the main objec- 
tives of management in a business enterprise is to show 
a profit for the owners, the authors look at accounting 
as one of the tools of use to management in attaining 
this objective. This tool is shown as having three main 
uses: (1) Accounting is the means by which measure- 
ment of profit is accomplished. (2) Through the medium 
of the annual reports accounting serves as a link be- 
tween the owners and management. (3) By use of 
budgets and cost accounting management is better 
able to formulate plans and control the internal opera- 
tions of the business. 

These three aspects of accounting are developed in 
succession in the book. The first five chapters (97 
pages) develop the principles of accounting and the 
recording aspects which result in the annual statements 
which report the results of the managerial -efforts, 
Chapters VI and VII develop the relationships between 
owners and managers and the ownership accounts in 
partnerships and corporations. These seven chapters 
are of limited usefulness to management personnel in 
the United States because of the special terminology 
and the institutional and legal differences between 
British and United States businesses. 

The last four chapters of the book (96 pages) develop 
the use of accounting as an aid to management in 
internal control. They would serve as profitable reading 
for anyone who wanted to obtain a brief view of account- 
ing as a tool for management planning and control as 
there is little material peculiar to accounting and busi- 
ness in Great Britain. Chapter VII discusses financial 
accounting as an aid to management including such 
topics as interim statements, prompt reporting, and the 
use of profit figures for internal control. Chapters IX 
and X introduce cost accounting including discussion 
of direct costing and the value to management of incre- 
mental costs. The authors’ discussion illustrates the 
difficulties associated with attempts to simplify the 
problem. They give an example showing the annual 
costs for operating a ferry service across a river. Vari- 
able costs are shown which include fuel for the boats and 
wages of the crew. From these figures a cost for 
carrying an additional 1,000 passengers per year is 
obtained. It is likely that the costs shown would vary 
with the number of journeys but additional passengers 
on each journey would add very little to the costs. 
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The last chapter on budgetary control is an excellent 
treatment in such a short space of a highly complicated 
matter. It not only serves to introduce budgeting but 
through the use of a profit target it relates all of the 
accounting uses to the managerial problem of directing 
operations toward the basic profit objective. 

Joun T. WHEELER 

Associate Professor of 

Business Administration 

University of California 


Ropert I. AND LILLIAN Doris, Eprrors, 
Encyclopedia of Accounting Systems (Englewood 
Cliffs, N. J., Prentice-Hall, Inc., 1956, 368 pp., 
$12.50). 


The Encyclopedia of Accounting Systems is to be 
published in 5 volumes designed to “illustrate” the 
system procedures for 67 diversified industries. Volume 
one contains discussions on the following 13 industries: 


Advertising Agencies, Airports, Architects, Auto- 
mobile Repair Shops, Bakeries, Building Contrac- 
tors, Carbonated Beverages (Bottling), Cement Pro- 
ducers, Children’s Dresses (Manufacturing), 
Churches, Commercial Banks, Commercial Finance 
Comvanies and Cotton Goods Converters. 


In the preface the editors state that “the selection 
of industries was made with a view to meeting the 
greatest need of practicing accountants. The number of 
firms in the industry, the existence of peculiar account- 
ing problems, and the opportunity to present varied 
types of cost systems, and to explain unusual procedures 
for the reduction of clerical expenses were factors in the 
selection... .To assure equal coverage and compre- 
hensiveness ... each author was asked to follow... 
the following subjects in the order indicated: 


1. Characteristics of the industry that affect the 
accounting system. 

. Functional organization of the business. 

. Principles and objectives of the accounting sys- 


tem. 

Classification of accounts and books of account. 

. Peculiarities of procedures for: sales-receivable 
cycle; purchases-payable cycle; cash receipts and 
disbursements. 

6. Cost system. 

7. Time and payroll system. 

8. Plant and equipment records—depreciation. 

9. Reports to management. 

(0. Special time-savings devices. 

f. aa of the system for small business in 


The outline was followed by each of the authors, and 
some very interesting material has been presented. Of 
the 13 authors, 9 are Certified Public Accountants in 
public practice, 3 are Chief Accountants or Controllers 
and one is a Management Consultant (chapter on 
churches). The required subject outline and the pre- 
Pponderance of public accountants in the author list has 
greatly influenced the character of the material and has 
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inevitably selected the segment of the reading public 
who will find the material beneficial. 

In some of the chapters questions arise regarding 
points of theory. As this material is purely descriptive 
a discussion of these points seems inappropriate. How- 
ever, it does seem a little disappointing to observe that, 
in spite of the influence of the American Institute of 
Accounts and the action of many accounting firms in 
public practice, the term “reserve” is used in the title 
of valuation accounts in almost every chapter, the one 
exception being “Airports.” 

The compiling of a series of compendia in this field 
involves many problems. No two people would solve 
these problems in exactly the same manner. In most 
system discussions of today, emphasis is placed upon 
the primary importance of understanding the flow of 
authority (responsibility), the work flow, and the re- 
sulting flow of data (original papers, etc.) from the 
point of activity to the points where that data are 
needed, including the cost and general accounting 
offices. 


As a generalization it may be said that the modern 
systems man builds from the activities through to the 
statements. The auditor starts with the statements 
and through his tests works back to the activities. For 
those who are not primarily audit-minded, it would be 
helpful if future volumes could give more attention to 
the operating activity phase of the discussions. In the 
368 pages devoted to the 13 system discussions in this 
volume, approximately 39 pages (average—3 pages) 
were devoted to the characteristics and functional 
organization of the business. To some readers this may 
be sufficient. To those who have no acquaintance with 
the particular industry this brevity may leave much to 
be desired. Many of the chapters present organization 
charts showing lines of authority. Only two (Architects 
and Commercial Bank) make any attempt to chart the 
flow of data. This information can be conveyed visually 
with greater clarity and more succintly than by written 
description alone. In contrast to the limited space de- 
voted to organization and the flow of data, approxi- 
mately 48 pages are devoted to the charts of accounts, 
(23 percent increase) which generally include references 
to the journals from which debit and credit posting are 
made to each account. 

Space comparable to approximately 90 pages is de- 
voted to statements and other special forms. Many of 
these are very informative although the accompanying 
discussion is often limited to a point where more is 
left to the reader’s general knowledge than is expressed. 
This point is emphasized by the fact that somewhat 
over one-half of the forms are without illustrative 
figures. However the authors of the chapters on Air- 
ports, Architects, Building Contractors, Churches, 
Commercial Banks and Commercial Finance Com- 
panies bring their forms to life with sample entries. The 
interesting discussion and illustrations of break-even 
points and charts as applied to the Carbonated Beverage 
industry is also very much alive. 

These compendia are prepared for accountants ex- 
clusively. Their editorially prescribed form and limited 
size is such that more is implied than is stated. To 
many who attempt to read them they will be frustrat- 
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ing. They will be interesting and possibly stimulating 
for the older senior or supervisor providing he is suffi- 
ciently sophisticated to supply the many required in- 
ferences. 


F. W. Woopsrmce, Chairman 
Division of Social Science and 
Business 
Long Beach State College 


Economics 


Rosert Eisner, Determinants of Capital Expenditures, 
An Interview Study, (University of Illinois Bulletin, 
Studies in Business Expectation and Planning No. 
2, 1956, pp. 100, $1.50). 

The purpose of this study was to “synthesize inter- 
view data and economic theory.” While no synthesis 
overtly appears in the study, nevertheless both the 
economist and the business man stand to gain by read- 
ing it. 

Professor Eisner interviewed and re-interviewed 
some 14 large firms in an attempt to find out the factors, 
considerations and administrative structures which 
played important roles in capital expansion. As one 
would expect, the attitudes, knowledge and wisdom of 
the business administrators varied, the several ad- 
ministrative structures were differently designed and 
so reacted difierently to market expectations, and the 
orientation of the several companies differed signifi- 
cantly, so that Eisner found no detailed pattern common 
to the firms surveyed. Nevertheless, in many instances, 
the elements of significance in capital expansion are of 
interest to the economist who seeks to understand the 
process of accumulation. Similarly, the differences of 
structure and decision-making apparatus are of more 
than passing interest to the economist or business man 
who is concerned with business structure and the rela- 
tions of business structure to business behavior. Without 
in any fashion belittling the interest and value of the 
preliminary short essay on the findings of the survey, 
the case reports provide an informative and suggestive 
fund of basic material on the business process. 

One limitation of the study, a limitation recognized 
by Professor Eisner, is that the data relate to a period 
of growth and so tend to present an out-of-focus picture 
for long run analysis. Eisner believes, however, that “the 
1949-50 recession had had sufficient impact for ques- 
tions relating to behavior in a period of cyclical down~- 
turn to appear meaningful to most of the interviewees.” 
It might be argued, however, that the 1949-50 down- 
turn was too brief and limited to provide a good experi- 
ment. 

The attempt to relate and compare objective findings 
to theoretical concepts is, in the opinion of the present 
writer, a userul and necessary undertaking. To do it 
with the sophistication and skill of Professor Eisner 
rewards the undertaking doubly. 

Smpney C, Surrmn 
Professor of Economics 
Syracuse University 


NATIONAL Bureau OF Economic RESEARCH, Regional 
Income, (Princeton: Princeton University Press, 
1957, pp. x, 408, $8.00). 

There is an irresistible trend in effect these days to 
examine regional phenomena in the process of analysing 


the economic performance and problems of the nation, 
This trend is inevitable. So many of the changes and 
problems we observe at the national level have unique 
manifestations at the regional level. We have come to 
realize more and more, therefore, that intelligent analy. 
sis and rational national policy requires some under- 
standing of these regional deviations. Further, many 
problems are encountered and many decisions are 
rendered at the regional level. State and local policy 
makers desperately feel the need for more information 
concerning the dimensions of the regional entities they 
deal with. The decision makers of a business society 
are continuously groping for regional data that will aid 
in their investment and marketing decisions. 

A symptom of the growing interest in the regional 
approach to analysis is the fact that the twenty-first 
session of the Conference on Research in Income and 
Wealth sponsored by the National Bureau of Economic 
Research devoted its entire session to Regional Income. 
The volume being reviewed is a collection of papers 
delivered at this symposium. Special problems arise in 
the collection and interpretation of income data for 
regions, and it is to these problems that a number of 
leading workers in the field here address themselves, 

There are ten papers offered and they can be divided 
into three groups. The first group is concerned with 
some of the conceptual issues involved in a study of 
interregional differences in income. In the opening 
paper Werner Hochwald considers the statistical prob- 
lems associated with producing and the conceptual 
problems involved in interpreting the measures of in- 
come produced or received in small areas. The general 
conclusion is that personal income built up from in- 
dustry data is a superior measure of regional activity. 
In an interesting discussion Richard Easterling urges 
some adjustment of the income received measures to 
make them more suitable for comparisons of resource 
productivity and to shed additional light upon the 
inducements of individuals and firms to move. 

Harvey S. Perloff discussed the many decisions that 
underlie interregional comparisons. Such problems were 
outlined as the demarcation of specific regions, the types 
of measures available and their attributes, and the 
problems associated with differential change over time. 
These problems received added attention and enlighten- 
ing comment from Edgar M. Hoover and B. V. Ratch- 
ford. Walter Isard discusses the manner in which 
regional data can be brought to bear upon the formula- 
tion of national and regional policies. Morris B. Ullman 
and Robert C. Klove describe the recent attempts of 
the several Commerce Department organizations to 
develop a single general purpose grouping of states into 
regions. The record of the criteria considered, the meas- 
ures devised, and the problems encountered is an im- 
pressive one. 
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The second group of papers are accounts of recent 
empirical investigations of interregional differentials. 
In addition to serving as editor of this volume and 
writing a useful introduction Frank A. Hanna presents 
the lead-off paper in this group. In addition to a brief 
description of the behavior of state income series since 
1929, he reports on several investigations of the extent 
to which the observed differences between states can 
be received as a result of differences between industries, 
occupations and demographic characteristics. A paper 
by Abner Horwitz and Carlyle P. Stallings filled a seri- 
ous gap in regional data by providing estimates of state 
and regional price indexes for the period 1929-1953. 
Edwin Mansfield made a statistical documentation of 
marked regional differences in the median consumer- 
unit incomes within cities of approximately the same 


size. 

The third group of papers is addressed to the problem 
of estimating county income. Three types were chosen 
for discussion: short-cut methods, the estimation of 
agricultural income, and the intercensal estimation of 
population by counties. Some experiments in estimating 
Virginia county incomes are discussed by Lorin A. 
Thompson. John Fullmer proposes a method of esti- 
mating agricultural income for counties. Both the 
paper and the vigorous discussion attests that this is a 
particularly difficult problem. The final paper, by 
Henry S. Shryock, Jr., describes and evaluates the 
methods being used by the Census Bureau and the 
state agencies for making intercensal estimates of the 
population of local areas. 

This is not the type of book that lends itself to 
critical evalution as an entity. Suffice it to say, the 
papers included in the volume throw light not only on 
the problems involved in using regional income data, 
but also on the question of the value of the regional 
approach in economic analysis. It should be of consider- 
able interest to economists, geographers, statisticians, 
government officials and businessmen. 

Encar S. Dunn, Jr. 
Associate Professor of Economics 

University of Florida 


NaTIONAL BurEau oF Economic RESEARCH, Studies in 
Income and Wealth, Volume XIX, Problems of Capital 
Formation, (Princeton University Press, 1957, pp. 
601, $7.50). 


This volume is an impressive addition to the lengthy 
series of papers that the National Bureau has already 
published in the field of national income and related 
subjects. The usefulness of this book must be assessed 
in the light of two considerations. One consideration is 
that this volume consists of a collection of papers all of 
which are in some way related to the process of capital 
formation which touch on widely divergent facets, 
including how to define it, how to measure it, what 
motivates it, and what are its economic effects. While 
only a research economist could be expected to interest 
himself in the full range of studies encompassed in this 
volume, many others—accountants, executives, politi- 
cians and national planners—would find much of value 
in particular papers. The other consideration is that the 
book is not intended to penetrate the entire field of its 


title, but only (as stressed in the introduction) recent 
developments and studies in a “highly complex area of 
economics.” Considered in relation to these objectives, 
the content, selection, and organization of material is 
done on a high intellectual level. 

In the introduction, Franco Modigliani weaves a 
thread of unity around all the papers and interjects also 
his own explanations of developments in the field of 
economics and statistics to which the studies are perti- 
nent. He modestly states that his introduction would 
not be necessary “if this volume were addressed ex- 
clusively to the specialist,” but this reviewer found 
much of interest in Modigliani’s comments, and hopes 
that “specialists” will agree they are useful. 

The definition of “capital formation” conforms to 
that employed in national income accounts, including 
all new construction, other additions to business fixed 
assets, and net changes in inventories. Thus it relates 
more to the asset accounts of enterprises than to what 
accountants have labeled “capital” or “net worth.” 
Only private domestic capital is considered in this 
volume. Government investment is very logically 
omitted, and only passing reference is made to foreign 
investment in one or two of the papers. 

The book is divided into three parts. Part I covers 
recent developments in statistics of capital formation 
and related conceptual problems. The first three 
papers, which describe studies in the compilation of 
information, are as useful in their discussion of method- 
ology as they are in the particular data they have 
yielded. David Blank and Louis Winnick have done 
some pioneering research in residential construction, in 
which they extend annual estimates back to 1889, with 
observations on the housing cycle in years for which 
data had previously been unavailable. Kenneth Buckley 
estimates capital formation in Canada back to 1901, 
likewise extending a horizon beyond what had previ- 
ously been charted. In between these two is a paper by 
James Daly, which adds no new data of its own, but 
compares and reviews existing estimates of business 
investment in inventories. 

The next two papers—Financing capital formation, 
by Daniel Brill, and Changes in the accounting treatment 
both involve the use of accounting information. Mr. 
Brill’s Paper is one of the first published analyses based 
on the Federal Reserve Board’s flow-of-funds system, 
consisting of aggregate statements of sources and uses 
of funds for ten sectors of the economy (consumers, 
corporations, banks, government, etc.). By employing 
these statements, Brill describes the extent to which 
each sector has added to its stock of durable goods 
during the years under review (1939-1952) and the 
impact of these purchases on movements in financial 
values (including the money supply). 

Mr. May’s paper is written (in the words of the 
author) “from the point of view of an accountant, inter- 


opening section deals with what May describes as basic 
deficiencies in capital accounting from the viewpoint of 
economists. It is followed by an excellent summary of 
developments in capital accounting in different indus- 
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mists interested in some aspects of accounting.” The i 
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tries, and a final section on recent history, stressing the 
problem of the price level and its relation to depreciation 
accounting. 

The final paper in Part I, by Edward Denison, covers 
Theoretical aspects of quality change, capital consumption, 
and net capital formation. It is a forceful analysis of the 
problems of adapting a practical estimate of deprecia- 
tion to national income and other economic studies. Mr. 
Denison concludes that revisions are necessary rather 
more in the theoretical framework—particularly in the 
concept of “keeping capital intact”—than in current 
methods of estimating. Modigliani calls Denison’s con- 
tribution “encouraging” because it argues, logically and 
persuasively, that estimates of depreciation currently 
being made—or that can feasibly be developed—fit the 
conceptual requirements of economic analysis more 
closely than economists have been wont to suppose. 

Part II, the measurement of capital coefficients and 
productive capacity, is the most cohesive, and at the 
same time the most sketchy and elusive part of the book. 
It treads on the frontier of economic accounting and 
forecasting, taking a few, well-chosen steps into an area 
largely unknown, and in which scientific exploration is 
a relatively recent phenomenon. In the words of one 
writer (Evsey Domar), “These papers appear to be 
steps in the right direction, but in a long journey.” 

The first four papers relate to the computation of 
capital coefficients in interindustry studies through the 
use of input-output techniques. They are not for 
beginners; the reader should be well-grounded in the 
objectives and methodology of input-output tables. 
Following them are two related essays, one (by Robert 
Grosse and Edward Berman) on Estimating future pur- 
chases of capital equipment for replacement, and the 
other (by Bert Hickman on Capacity, capacity utiliza- 
tion, and the acceleration principle. 

The four papers on capital coefficients should be read 
as a unit. Anne Carter’s discourse on Capital coefficients 
as economic parameters, quite properly selected as the 
opener for this group, dwells on the conceptual difficul- 
ties of estimating capital requirements of industries. It 
points out that demand for capital is relatively “un- 
stable,” or less able to be predicted on the basis of past 
experience and expected demand for final output, than, 
say, the demand for current inputs. Mrs. Carter out- 
lines these difficulties ably and in some detail, conclud- 
ing that dynamic input-output models have their prob- 
lems, but the area in which they function is extremely 
important to the long-run development of economic 


particular industries (mineral and metal, metal fabri- 
cating, and petroleum), and actually set out some of 
these coefficients in tables. 

The Hickman article on capacity and the accelera- 
tion principle, together with a comment on Modigliani, 
represents one of the occasional spots in the book in 
which a positive contribution is made to economic 
theory, as opposed to the (no less important) task of 
collecting information and making forecasts. Hickman 
has done some research testing the usefulness of the 
much-maligned acceleration principle in determining 
the relationship between final output and capital coefii- 
cients. His article, which is greatly amplified by Modigli- 
ani’s comments, suggests modifications to shape the 
classical doctrine of the accelerator into a realistic and 
useful tool. 

Part III, covering contributions to the study of fac- 
tors controlling the flow of private capital formation, 
consists of two papers on inventories and one on fixed 
capital. Ruth Mack, writing on Characteristics of in- 
ventory investment, stresses the complexity of move- 
ments in net inventory formation. Many periods of in- 
ventory change, she argues, are characterized by wide 
upward and downward fluctuations in the stocks of 
different industries or plants; hence analysis on an 
aggregate basis is not usually appropriate. Two sets of 
comments, plus Modigliani’s paper on Business reasons 
Sor holding inventories, argue for the possibility of a more 
orderly method of analysis than Mrs. Mack envisages. 

The final paper, by Robert Eisner on Interview and 
other survey techniques and the study of investment, is mis- 
named. Although it deals in small part with the techni- 
cal aspects of compiling information and viewpoints 
(which its title would suggest to be its major purpose), 
nevertheless many more pages are devoted to an insight 
into, and classification of, the motives of businessmen 
in deciding whether or not to expand plant facilities. 
In one of the longest papers in the book, Mr. Eisner 
has shed much light, and some question, on the pro- 
priety of generally-accepted economic doctrine (such 
as the Keynesian relationship between marginal effi- 
ciency of capital and the rate of interest). After sum- 
marizing the results of several other surveys, he de- 
scribes opinions compiled through a survey of his own. 
His analysis of investment decisions is both useful and 
informative, and provides a fitting climax to a volume 
devoted primarily to advances in the techniques of 

Joun P. PowELson 


knowledge. A somewhat more optimistic note is sounded Assistant Chief of Training 
by the following three papers, in which the authors out- International Monetary Fund 
line steps in the computation of capital coefficients in Washington D.C. 

Electronics 


Wurm Evstis, A Primer to the Automatic Office 
(Westboro, Mass., Automation Management, Inc., 
1956, pp. 93, $7.50). 


This brief book is concerned primarily, according to 
the preface, with the area of integrated systems—both 
the automatic office and techniques leading to it. The 


book purports to consider all data processing problems 
encountered by management. It is based on The A uto- 
matic Office written in 1952 by a group of Harvard 
Business School students as a term report dealing with 
prospective application of large scale computers to 
business records. 
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Divided into twelve chapters ranging frem a half 
page to 21 pages, it deals with automation, problem 
analysis and solution, history of calculating and ac- 
counting machinery, computers and office mechaniza- 
tion, and special purpose computers. Such broad 
coverage results in passing references when more com- 
plete treatment would be desirable—especially case 
studies of business data processing. 

“Automation” is defined in manufacturing, not data 

ing terms, and the relationship between the 
two areas is not developed. A chapter, “Don’t Wait to 
Automate” points out the advantages of waiting for 
others to develop “know how” which can be obtained 
at little cost. An automation program is said to require 
becoming familiar in the greatest possible detail with 
every step in the operation (which should be done peri- 
odically to keep efficient) and obtaining complete knowl- 
edge of capacities and costs of every type of automatic 
equipment that might be applied (p. 18). The sup- 
posedly single objective to develop a better product, 
faster, and at a cheaper cost (p. 19) involves three 
goals that may actually be in conflict with each other. 
The proposed safety factor of doubling all estimates 
of time and expense (p. 19) militates against new sys- 


tems. 

Unique exhibits compare computation and printing 
speeds by various methods. A flow chart using pictures 
of equipment serves as a springboard for detailed flow 
charting. An integrated data processing application in- 
volving punched tape, tape to card conversion and an 
electronic calculator is covered briefly. 

The valid point is made that complete information 
would exceed management’s ability to use it. The 
unusual proposition is offered, although not spelled out, 
that combined operations (for releasing and production) 
would be more costly than if treated separately (p. 33). 

The history of calculating and accounting machines 
is dealt with at length. Many of the developments, 
however, are not germane to the main stream of de- 
velopments and some of the reports are erroneous. It 
is said that “The difference engine was not and could 
not have been constructed” (p. 41); but it was built and 
used for many years (Bowden, Faster Than Thought, p. 
10). However, Babbage’s more ambitious analytical 
engine was not built. John Powers is said to have 
worked in England (p. 44). Actually, the U. S. Bureau 
of the Census employed Powers to develop an alternate 
method to Hollerith’s punched card inventions. 

Computer operation covers the usual topics, but too 
little space is given to instructions and how they form 
an operating program. Too much space is given to the 
fascinating (but irrelevant here, at least) topic of binary 
arithmetic. 

The chapter on office mechanization draws heavily 
on Lawler’s 1947 Harvard Business School report, 
Records for Control of Growing Manufacturing Enter- 
prises. Coding is quickly disposed of by the suggestion 
that accuracy of codes should be verified, pending their 
elimination when storage becomes economical enough 
to permit storing complete names. 

Special systems described briefly are Reservisor, 
Distributron, Magnefile, A.M.A., and Erma. The dis- 
tinction between a system being in prototype, in opera- 


tion, defunct, or never built is, however, somewhat 
vaguely stated. 

The conclusion that the results from more mecha- 
nized data processing will extend from the office to the 
factory is not supported. 

Some of the illustrations have been obsolete for 
several years. For example, magnetic cores 
electrostatic storage in Whirlwind I in 1953; also, card 

calculators have not been built since 1953. 

Private publication of A Primer seemed to suffer 
from insufficient editing, lack of captions for some 
rather interesting exhibits, and careless bibliographical 
references. The magazine articles selected are not repre- 
sentative of the more valuable material available. 

Rosert H. Grecory 


Massachusetts Institute of Technology 


Peter B. Lausacn, Company Investigations of Auto- 
matic Data Processing (Boston : Division of Research, 
Graduate School of Business Administration, Har- 
vard University, 1957, pp. xiii, 258, $3.00). 

This book is the product of a continuing study of 
automatic data processing in business organizations 
conducted at the Harvard Graduate School of Business 
Administration. The problems considered in this volume 
are ones which an organization faces in investigating its 
data-processing needs for the purpose of deciding 
whether or not it should get automatic data-processing 
equipment and, if so, what kind of equipment to get. 

The study is based on interviews with officials in 29 
companies that had acquired automatic data-processing 
equipment or had signed contracts for delivery in the 
near future, as well as with officials in 12 companies 
manufacturing this equipment. Since very few auto- 
matic computers had been installed for commercial 
data-processing purposes by 1955 (the time of the 
study), the research project did not investigate prob- 
lems in installing and operating this equipment. Lau- 
bach is well aware of the limitations which this restric- 
tion places on his study. 

After a brief, non-technical discussion of the nature 
of automatic data-processing equipment and program- 
ming a general-purpose computer, Laubach proceeds to 


the setting up of a study group, the training of the 
members of this group, changes in plans as time passed, 
the programming and trial run of a payroll application 
on a computer, the decision to install automatic data- 
processing equipment and selection of type, and finally 
plans for installation of the equipment. 

Some other cases involving the investigation of 
general purpose equipment are discussed next, including 
Franklin Life Insurance Company, and the Metropoli- 
tan Life Insurance Company. Finally, some cases in- 
volving the investigation of special purpose equipment 
are considered, including American Airlines’ study of 
automatic data-processing equipment for help in han- 
dling reservations, and the Bremfort Shoe Company’s 


| Assistant Professor of q 
Industrial Management 
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He discusses the background of this company, how the ; 
company became interested in investigating computers, 
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(disguised name) investigation of special-purpose 
equipment for production and order control. The 
description of all of these cases is much more sketchy 
than that of the Lee Company, and also more superficial 
in terms of insights into the management problems 
which existed in connection with these investigations. 

The final part of this book summarizes the experi- 
ences from all of the companies studied, with chapters 
devoted to organizing for the project, use of committees 
and consultants, selecting an application, cost and 
savings estimates, equipment selection, lease or pur- 
chase, and gaining the support of top management and 
the operating organization. 

The book is well written and easy to read. The sub- 
ject matter is certainly of timely interest and great 
importance to management. It is to be regretted, there- 
fore, that Laubach did not evaluate more critically the 
company experiences which he studied. This lack of 
evaluation in his approach is understandable enough in 
Part II containing the case descriptions, but not in 
Part III which attempts to systematize what has been 
learned about specific aspects of the problem of investi- 
gating a company’s data processing needs. Laubach’s 
only major criticism is that many companies did not 
adequately investigate alternative types of equipment. 


On the second last page, he also adds the thought that 
the most profitable approach which a company project 
team can take is to direct its initial efforts to determin. 
ing what information management really needs. Unfor- 


concludes that as more experience is gained companies 
will in the future “take less time to acquire computers, 
and perhaps will do so on a sounder basis than did the 
pioneer companies that began investigating the field 
during or shortly after World War II.” This result is 
surely to be hoped for, but it will be possible only if 
studies such as this one can distill the sound practices 
from the unsound ones in company experiences to date, 
Future research studies in this series will be able to 

utilize experience in installing and operating automatic 
data-processing equipment so that these studies will 
not be so handicapped in this respect as the present one. 
It is hoped that these future studies will carry this 
investigation forward and, by careful evaluation of 
company experiences, advance the ability of organiza- 
tions to study their data-processing needs. 

Joun NETER 

Associate Professor of Statistics 


Finance 


Exvin F. Donatpson, Corporate Finance (New York: 
The Ronald Press Company, 1957, pp. x, 876, $7.50). 


This book seems likely to become a new standard 
reference work and textbook in the field of business 
finance. Although but recently published, it has been 
adopted at a number of colleges as a textbook for the 
coming Summer and Fall semesters and appears to have 
attracted wide attention in the world of finance. A new 
textbook needs to be distinguished to enter and to 
compete favorably in the field of business finance, which 
has been graced by a number of good textbooks and 
reference works, and this book meets this requirement. 

For the following reasons, this book is particularly 
well recommended as a reference work for the profes- 
sional accountant: 

a. It is thorough and comprehensive. The author, 
who is professor of finance at Ohio State University, 
employs a style of presentation that enables inclusion 
of a great deal of material in 876 pages. The outline 
method of presentation is used in many instances, such 
as when the pros and cons of a subject matter may be 
briefly and understandably presented in such manner. 
A judicious use of such outline method often enables 
a thorough coverage of a topic in considerably less space 
than otherwise and is also more likely to provide con- 
sideration of all material aspects of a given topic. 
Even in his essay presentations of various subjects, 
the author’s discussions are concise and pertinent. 

b. The index is especially good and has been ar- 
ranged so as to facilitate reference to related subjects. 
c. The bibliography is up to date and extensive. 

d. The book contains 43 well-selected and current 
tables. 


e. The book is very readable considering its concise 
presentation. Many of the discussions are particularly 
interesting. 

f. An unusual amount of accounting aad law is in- 
cluded in discussions. As stated in the preface by the 
author, “In writing the book, a studied attempt was 
made to incorporate a background of the best current 
legal and accounting thought relating to the financial 
policies of corporations.” One newspaper reviewer has 
described the book as a reference work for business 
men who have had to work without battalions of 
specialized advisers. While this observation may be an 
exaggeration of the book’s contents, it does suggest 
these tendencies. 

g. Specific case examples are often included in the 


The two major disadvantages of the book for pro- 
fessional readers are (1) insufficiently discus- 
sions of certain of the topics, and (2) insufficient analy- 
sis of some of the case examples. These deficiencies are 
to be expected in any attempt to deal with all the 
major aspects of the entire field of business finance 
within the covers of a single book. 

The book is composed of seven Parts and thirty-six 
Chapters. 

Part I, comprised of five chapters under the general 
heading of “Forms of Business Organizations,” dis- 
cusses the nature of corporate finance, the forms of 
business organization and corpcrate management. 
Consideration is given to the tax and legal aspects of 
these subjects. 

Part II is called “Corporate Securities” and includes 
eight chapters dealing with the various forms of cor- 
porate securities, citing the advantages and disad- 
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vantages of the issuance of each type of security. Par- 
ticularly interesting discussions are included of con- 
vertible bonds, warrants and options. 

Part III, titled “Promotion and Financing Through 
Securities,” consists of six chapters. One chapter, 
“Capitalization and Capital Stru ” is @ parcicu- 
larly thorough essay on the various aspects to be con- 
sidered in the determination of the capitalization of a 
company. Another, “Privileged Subscriptions,” in- 
cludes an excellent discussion of stockholder subscrip- 
tions. 

Part IV, “Working Capital,” is of three 
chapters, t*tled “Working Capital,” “Working Capital 
Managem.nt,” and “Sources of Working Capital,” 
that deal with their subjects thoroughly and compe- 
tently. 

Part V, “Administration of Income,” is probably of 
most direct interest to accountants. The five chapters 
of Part V are called “Determination of Net Income,” 
“Depreciation, Obsolescence, and Depletion,” “Re- 
tained Income, Surplus and Reserves,” “Dividend 
Surplus and Reserves,” “Dividend Policies,” and 
“Kinds of Dividends.” Comprehensive surveys are pre- 
sented of each of these subjects, although accountants 
will find some of the subject matter to be elementary. 

Part VI is called “Expansion and Combination” 
and, in addition to the chapter discussions of “Expan- 
sion,” “Combinations,” and “Purchase of Assets, 
Mergers and Consolidations” usually found in finance 
textbooks, topical discussions are included of “Holding 
Companies” and “Investment Companies.” 

Part VII is titled “Readjustment, Reorganization, 
Receivership and Dissolution” and presents four 
chapters treating these subjects. 

In general, the contents, as considered from the chap- 
ter headings, are very similar to those of the other lead- 
ing textbooks currently being used. Inasmuch as the 
major subject matter of business finance has changed 
very little in the past several years, the broad chapter 
headings of a new basic textbook can be expected to 
be similar to recent other such books. However, for 
reasons presented above, plus the circumstantial fact 
that this is the most recent of the leading basic textbooks 
of business finance and therefore includes the most up- 
to-date discussions and data, this book is distinctive. 

Txopore S. Kiiston 


Grorce L. Lerrier, The Stock Market, Revised Edi- 
tion (New York: The Ronald Press Company, 1957, 
pp: xii, 626, Price $7.00). 


In a dynamic economy institutions are subject to 
constant changes. When the first edition of this book 
was written late in 1950, member firms of the New York 
Stock Exchange could not be incorporated, the Ameri- 
can Exchange was still called the Curb Exchange, the 
Dow Jones Industrial Averages was below 240, and 
regular way delivery for securities was three days in- 
stead of four. 

The purpose of this revision was to show the changes 


ment, deciding what to include and what to omit. He 
must determine his own goals, being sure that what he 
writes will help to achieve the objectives he seeks and 
to satisfy the audience for which it is intended. By the 
time the book is to be revised the author has had the 
advantages of critical reviews, he knows what reception 
the book has had, and he has had ample opportunity to 
gain first-hand knowledge of the reactions of those using 
the book. He has studied carefully what authors of other 
books in the same field have done, and he has read and 
evaluated the articles which have appeared in the 
principal He then revises his book in the 
light of all these facts. Under such circumstances it 
scarcely seems appropriate for a reviewer to disagree 
about the arrangement or about the materials that 
might have been included or excluded, for each of these 
decisions represents the considered opinion of the 
author. 


businesses. 

The book covers much material found in most ele- 
mentary investment texts, including chapters on: (1) 
securities and their investment merits; (2) reading the 
financial page; (3) federal regulation of the stock mar- 


and his broker; (4) the various chapters on the different 
kinds of orders for buying and selling securities; (5) 
ee ee ; (6) stock price averages and 
chapters have been added on “Invest- 


greatly expanded section on portfolio planning and 
formula plans. 


689 
which have taken place in the securities markets and 
their operations since the publication of the first edi- 
tion. Securities markets are being molded by the pres- 
ent aggressive leadership to fit existing conditions. 
Even while the book was being published, two regional 
exchanges merged, the current controversy on delisting 
developed, the New York Stock Exchange improved 
its technique for marketing large blocks of stock, and 
new methods to speed the handling of orders to buy 
large blocks of stocks were developed in the light of ; 
the increased importance of institutional buyers. 
Professor Leffler’s first edition was an excellently- 
written, clearly-presented factual description of the 
New York Stock Exchange, the regional exchanges, and 
In preparing the first edition of a book the author 
by himself must weigh all possible methods of arrange- 
This edition furnishes a satisfactory description of 
the securities markets and a thorough analysis of the 
operations of the stock exchanges. It is not intended to 
SEC regulations of member firms, or on technical de- 
tails of brokerage accounting practices. Accountants 
will find it an excellent reference book on the technical j 
aspects of the market. It is intended as a textbook for 
use in those colleges and universities which give courses = 
in the stock market or the securities markets. It will 
Lecturer, Management undoubtedly be required reading for the trainees in ; 
and Finance 
| Loyola College, Baltimore, Md. 
tailed are the chapters covering: (1) the history of the 
3 New York Stock Exchange; (2) its organization and 
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The chapter entitled “Problems and Issues Facing 
the Exchanges” has been omitted. Since the book is not 
intended as a critical appraisal of the securities markets, 
it would be unfair to criticize the author for omitting 
such a chapter, but most students of finance are likely 
to be disappointed when one so eminently qualified as 
this author fails to stress some of the more important 
problems and to give his views on the principal issues 
before the securities markets. 

This scholarly and well-written book should have a 
wide reception as a text. Although the fact that to an 


extensive degree it includes subjects customarily in- 
cluded in other finance courses may present some prob- 
lems to the instructor who wants to minimize any over- 
lap between courses, we have found that a certain 
amount of duplication is highly desirable. We expect to 
find the new edition even more satisfactory than the 
first one which we have used successfully for several 
years. 

KeEnneta L. Trerrrzs, Head 

Department of Finance 

University of Southern California 


Law and Management 


Henry H. Hemann, W. RANDOLPH MONTGOMERY, 
C. Ports, anp Ernest A. ROVELSTAD, 
Editors, Credit and Financial Management. Credit 
Manual of Commercial Laws, 1957, (New York: 
National Association of Credit Men, 229 Fourth 
Avenue, New York 3, New York, pp. lii, 684, 
$10.00). 


The 49th edition of this book, a long-established and 
well-accepted manual, is designed to aid those whose 
activities deal with credit operations. The editorial 
board emphasizes the fact that the material in the text 
is intended to be accurate and authoritative in the area 
covered. The board also emphasizes that the publisher 
is not engaged in rendering professional services in 
law, accountancy or other profession, and that expert 
assistance, if needed, should be sought from those en- 
gaged in the practice of such professions. 

Perhaps a direct quotation from the preface of the 
book describes the total scope of the material as accu- 
rately as any summary that could be made by the 
writer. “Here in one volume is a compilation of factual 
data in usable form, giving the gist of laws and regula- 
tions, Federal and State, which directly and indirectly 
affect Credit.” 

The first portion of the text, called a feature section, 
consists of different areas of definition and explanation 
concerning various topics described as informative 
short cuts or service features for quick reference. Ma- 
terial presented includes a table on par clearance banks, 
classes and descriptions of bonds, descriptions and 
classifications of stock certificates and a glossary of 
insurance types and terms. There are included also defi- 
nitions of balance sheet terms and a list of the chief 
Federal Contracting Agencies with their addresses. In 
all, nine different topics are set forth in this section of 
the text. 

Recent Federal legislation is analyzed and discussed 
in the first chapter of the book. The legislative acts 
included in this section consist of the Federal-Aid 
Highway Act (1956), the Federal Flood Insurance Act 
(1956), amendments to the Social Security Act, and the 
National Housing Act (1956). Each of these Acts is 
discussed and the essence of each set forth. This section 
was found to be very instructive and of great current 
interest. 

Chapter 2 lists 64 uniform acts with dates of origin 


and a table of the states and territories which have 
adopted each act. Credit for this information is given 
to the “Commercial Law Journal,” July, 1955. This 
Table is of great value to anyone concerned with finding 
out majority views or the view of a particular state or 
territory on any uniform act. Here, too, are several 
paragraphs dealing with the Uniform Commercial Code, 
This Code may indicate the shape of commercial law to 
come, although at present writing Pennsylvania is the 
only state which has adopted it. 

Chapters 3 through 31 deal with the legal aspects 
and practical procedures of the great majority of com- 
mercial law subjects. For example, the subject of con- 
tracts is discussed in detail, including all the usual top- 
ics of requirements, formalities, discharge, and enforce- 
ment. A table is presented setting forth the age of ma- 
jority required for males and females in every state as 
well as Hawaii and the District of Columbia. Also in- 
cluded, by state, are listings for removal of disability by 
court proceedings and service men’s acts giving minor 
veterans the right of contract. The Statute of Frauds is 
discussed at length and the laws of the states given 
where statutory changes or modifications are involved. 

The treatment of the subject of contracts is typical 
of the material given in the following chapters in such 
areas as sales, negotiable instruments, corporations 
and other commercial subjects. There are similar chap- 
ters dealing with community property laws, terms of 
payment in commercial contracts, sales and use taxes, 
legal phases of collections, world trade, export sales and 
credits, and other topics which perhaps are not usual in 
a standard business law course. 

Chapter 31, the last in the book, presents a long list 
of specimen credit instruments, and following is an in- 
dex presented by both subject and state as well as a list 
of legal holidays. 

The book is a complete and valuable treatise of great 
interest to anyone dealing with credit or commercial 
law, be he businessman, student, or instructor. The 
wealth of material presented and the tremendous effort 
necessary to prepare that material is extraordinary. It 
follows that this book is strongly recommended to any- 
one whose interest lies in the commercial field. 

C. RoBErts 
Professor of Business Law 
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Georce S. Hitxs, The Law of Accounting and Financial 
Statements (Boston, Toronto: Little, Brown and 
Company, 1957, pp. xii, 338, $10.00). 


This compact reference work is the result of more 
than twenty years of research. It refers directly to sev- 
eral thousand court decisions, in addition to the reports 
of the S.E.C., pronouncements of committees of the 
American Institute of Accountants and the American 
Accounting Association, and other authoritative sources. 
The text proper, fully annotated, covers about 250 
pages. A table of cases follows, about 50 pages in length. 
For ease of reference, a 30-page index is included. Pro- 
vision for pocket supplementation is also made. 

The title of the book accurately describes its con- 
tents. As the author states in his preface: “This book 
has been written to provide a useful reference work for 
both lawyers and accountants who are engaged in the 
preparation, use, and analysis of financial statements.” 
It is not concerned with “the responsibility of account- 
ants to their clients and to third parties for the conduct 
of their professional duties. . .. This field of Jaw has 
received careful analysis and is not separately treated 
in this volume.” 

The book is organized along accounting lines. An 
introductory chapter on law and accounting is followed 
by three chapters on the balance sheet categories of 
assets, liabilities, and proprietorship. Three more chap- 
ters cover the determination of net income, gross income 
and deductions from gross income. The accounting pat- 
tern is followed within each chapter. For example, the 
chapter on assets has major subdivisions for current 
assets, investments, fixed assets, intangible assets, and 
deferred charges. And within the subdivision of fixed 
assets are sections on capital expenditure and current 
expense, on property, plant, and equipment, on depre- 
ciation, depletion, and obsolescence of tangible assets. 

Mr. Hills employs a broad conception of law. He 
draws a parallel between “common law” and “common 
accounting,” pointing out that both are “companionate 
functionaries in the orderly housekeeping of business 
and finance. Both can yield to legislative power without 
loss of esteem. Indeed, this capacity for accommodation 
is their strength.” Accordingly, court decisions, statutes, 
tules of regulatory commissions, rules of the S.E.C., 
regulations of the Commissioner of Internal Revenue, 
and of the New York Stock Exchange, are all included 
within his concept of law. The result is most refreshing, 
and should serve to correct the narrow concept of law 
held by some accountants who identify it with a specific 
section in a corporation code or an isolated decision by 
one court in a case involving unique circumstances. 
“Judicial pronouncements on acceunting matters can- 
not be accepted out of context. Rarely have the courts 
had an opportunity to consider accounting principles 
free of legislative or contractual involvement, for absent 
such involvement there is little chance of litigation.” 

Twoi important conclusions, among others, stand out. 
The first is the relationship of “law” to “generally ac- 
cepted accounting principles.” In many cases, the 
courts have noted a correspondence of the two, but not 
as a justification for the decision itself. “. . . whenever 
an attempt has been made to induce a regulatory agency 


or a court to apply accounting principles merely because 
they are generally accepted as such, the attempt has 
failed.” The second conclusion, somewhat in contrast 
with the first, is the growing tendency to enact “ac- 
counting principles” into statutory form. This tend- 
ency is particularly noticeable in the field of corporation 
law. “Unlike regulatory accounting and tax accounting, 
which sometimes purposely deviates from generally 
accepted accounting principles, the accounting features 
of corporation laws generally embody sound accounting 
concepts. Having been incorported into the law by 

amendment or in the course of a general revision of the 
law, the more recent enactments are intended to em- 
body generally accepted accounting principles.” 

The publishers are correct in their assertion that 
this book will be an “indispensable guidebook” for many 
years for both lawyers and accountants. 

Mavrice Moonrtz 
Professor of Accounting 
University of California 


E. H. MacNiece, Production, Forecasting, P. 
and Control, 2nd Edition (New York: John Wiley & 
Sons, Inc., 1957, pp. viii, 374, $8.25.) 


This is a readable and informative book depictiug 
modern management facing problems of production, 
forecasting, planning, and control with an awareness of 
their economic and social implications. Stress from be- 
ginning to concluding chapters is on the premise that 
good production management does and must serve 
many interests: consumers, producers, investors, sup- 
pliers, the community, the nation, and that it should be 
the goal of production management*to’ reconcile con- 
flicts among such interests insofar as possible. 

Following the opening and introductory chapters, 
Chapter 3 deals briefly but clearly with an exposition of 
the more common types of production and operations 
found in modern industry. These types are then related 
to problems of forecasting, planning, and control. 
Chapter 4 takes up manufacturing planning necessary 
from the time of release of a product from research to its 
final acceptance or rejectance on the basis of forecasts 
of costs, sales price, and volume data. 

Chapter 5 “Automation” is a new chapter not pre- 
sented in the earlier first edition, it explores the meaning 
of automation and its applicability to the subject mat- 
ter of the text. Chapters 6-7-8 deal with very broad as- 
pects of planning including the planning of general 
factory facilities; planning for specilaization, standard- 
ization, and simplifications; and sales forecasting. Al- 
though the chapter on sales forecasting is not detailed, 
it gives a complete résumé of techniques of sales fore- 
casting including the application of statistical methods. 

Chapters 9-14 take the reader in considerable detail 
into the problem of planning for specific production. 
Such planning is based upon the assumption of manu- 
facturing planning, factory planning, and sales fore- 
casts. Problems of finance, procurement, stores and raw 
material control, utilization of equipment, and schedul- 
ing production are discussed. These chapters are replete 
with procedural and routing charts as well as graphical 
tabulations essential to production control. 
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There then follow complementary and background 
chapters (15-19) on problems of evaluating, reporting, 
and controlling through the use of accounting and sta- 
tistics, Included in this group is a chapter on the need 
for good organization of a company as a whole and good 
organization of the manufacturing division. Such chap- 
ters are strong on an interpretation of control as applied 
to having sufficient material on hand to meet current 
needs but not excessive from the point of view of tying 
up working capital and having sufficient personnel and 
equipment to meet manufacturing needs but avoiding 
delays and waste. They are weak, however, in their 
failure to bring out the use of a cost system in measuring 
the dollar significance of inefficiencies. 

Concluding chapters (20-25) appear to have been 
added largely as after-thoughts. Although they have 
reference to preceding technical discussion, they seem 
to be, in large part, disconnected additions. Of these, 
the new chapter on “Level Production and Stable Em- 
ployment,” Chapter 20, is outstanding. It gives a judi- 
cious presentation of problems involved in maintaining 
even production and the varied benefits emanating from 
stable employment. The final chapter, “War and Post- 
war Production Forecasting, Planning, and Control” 
is a “hop-skip and jump” chapter covering a number of 
topics thinly joined by the theme “war and postwar 
production planning.” It is interesting but gratuitous. 

As a teacher of cost accounting, I was particularly 
intrigued with the following points in this book: 

1. The relating of production problems to broad, 

social problems. 


The Accounting Review 


2. The tying-in of problems with other 
functional activities of the firm such as sales and 
finance. 


3. The integration of manufacturing and production 
problems with those of management, accounting, 
statistics, and office administration. 

Most cost accounting texts remain considerably be- 
hind this engineering-industrial management text in its 
straight-forward approach in bringing together prob- 
lems of technical management and the larger problems 
of the world in which production takes place. Partly 
because of the narrowness of most cost accounting and 
controllership texts, our accounting students are se- 
verely lacking in the integrated background attempted 
by MacNiece. 

Teachers will like particularly the plan of presenta- 
tion—not necessarily the organization—of this book. 
Each discussion is followed by a summary of the chapter 
and a group of thought-provoking rather than “pat- 
answer” questions. Next the author presents a pertinent 
short problem. Finally, there is at the conclusion of 
each chapter a more detailed discussional or computa- 
tional long problem entitled ‘Discussion Case.” Illustra- 
tions are abundant, pertinent, and well-prepared. This 
text takes full responsibility for communication with 
students. 

LAWRENCE J. BENNINGER 
Associate Professor 
of Accounting 


University of Florida 
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ELEMENTARY ACCOUNTING, SECOND EDITION, MASON-STENBERG-NIVEN 
The modem text for the freshman-level college course. 


FUNDAMENTALS OF ACCOUNTING, Third Edition, MASON-DAVIDSON 
The outstanding text for basic accounting at the university level, 


ACCOUNTING: AN ANALYSIS OF ITS PROBLEMS, MOONITZ-STAEHLING 
The intermediate and advenced text fer professional training. 


THEORY AND TECHNIQUE OF COST ACCOUNTING, VANCE 
A fresh, stimulating epproech—emphasizing current application. 


THE ENTITY THEORY OF CONSOLIDATED STATEMENTS—Monograph 
MOONITZ 


A "must" for every professional student. 


Write for your examination copy now! 


THE FOUNDATION PRESS, INC, 258 FLATBUSH AVENUE EXTENSION, BROOKLYN 1, N.Y. 
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the subscription is received. Your subscription will be started with earlier issues if you so request. 


Applications should be signed by instructors who are members of the American Accounting 
Association. 


Associate memberships are intended as a subsidy to students and afe not designed for 
use by other persons. A subscription under an associate membership will not be honored if it 
is to start after a person leaves the status of a student. Applications for full membership or sub- 
scriptions to the Accounting Review are available for persons who are not students. 


A student who now is an associate member may request that such membership be extended while 
he is in the armed services. Such extension will be granted only for one year at a time and only 
if the regular fee is paid and is accompanied by an associate membership blank signed by the 
student's last instructor. Additional requests for extension may be submitted in the future for each 
year the student is in service. 
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AMERICAN ACCOUNTING ASSOCIATION 
College of Commerce and Administration 
The Ohio State University 
Columbus 10, Ohio 
(Place your name on this advertisement and use it as an order form) 


The Accountime Review is published quarterly in January, April, July and October, at 450 Abnaip Street, Menasha, Wisconsin. 
Subscription price: $5.00 a year, $1.50 a single y. Add Gfty cents for each order outside the United States. 
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ACCOUNTING AND THE ANALYSIS OF FINANCIAL DATA 


By Epison E. Easton and Byron L. Newron, both of Oregon State College. Ready in 
February 
A nontechnical introductory accounting text to help nonmajers understand the principles 
and conventions behind the financial statement, and to make intelligent use of the financial 
report in business decisions. Included are principles essential for the study of general financial 
accounting, and discussions of income taxes, cost accounting, and budgetary planning. 


PRACTICAL FINANCIAL STATEMENT ANALYSIS 
By Roy A. Foutxe, Dun & Bradstreet Inc. New Fourth Edition. Ready in December 

A text and reference book describing all the items of financial statements. Fully up to date, 
this new edition includes the background of analysis, analysis of small businesses, internal 
analysis of balance sheets, comparative balance sheet analysis, income statements and surplus 
accounts. It is written in a practical, everyday business language, with illustrations taken from 
actual businesses. Standards of eleven balance sheet and income statement ratios as well as 
all tables have been brought up to date. 


MANAGEMENT ACCOUNTING FOR PROFIT CONTROL 


By I. Wayne Keer, Armstrong Cork Company. 448 pages, $7.00 


Using a management, rather than a bookkeeping approach, this new and useful book describes 
the ways that cost accounting can best be used to maximize profits within a company. It em- 
phasizes the relationship of the effects of income, cost, and capital on the profit of an enter- 
prise. A hypothetical company is used as background for the entire presentation. 


FINANCIAL AND ADMINISTRATIVE ACCOUNTING 
By C. Ausrey Smirn and Jr G. Asupurne, both of the University of Texas. 496 pages, : 


$7.00 
Provides the future businessman with a general background in the whole field of accounting | 
pertinent to his interest and requirements. Without becoming encyclopedic, it presents a | 


panoramic picture of accounting service. Section I covers financial accounting; Section II : 
deals with organization for accomplishing the accounting mission in a business enterprise. 
A section on Federal income tax is ineluded, along with many case problems designed to 


develop managerial thinking. 
Send for 
McGraw-Hill Book Company, Ine. 
330 West 42nd Street : New York 36, N.Y. | approval 


. . . carefully balanced between theory and practice 


The 1957 Seventh Edition 


ACCOUNTING 
PRINCIPLES 


by Noble and Niswonger 


The new seventh edition is another milestone in the parade of great 
editions of the most successful beginning accounting textbook in the 
classroom. This is a painstakingly prepared revision that includes im- 
proved textual discussion, new subject matter, recognized trends in 
terminology, and explanatory charts. Over 75 per cent of the latter 
half of the book is new. All retained textual material and problems 
from the previous edition have been carefully re-edited to insure ac- 
curacy and clarity. There is an increased emphasis on the “why” of 


accounting. 


ACCOUNTING PRINCIPLES, Seventh Edition, is designed to be 
challenging, yet teachable and understandable. It is cazefully organ- 
ized and skillfully written by two experienced authors who actually 
teach beginning accounting and know first-hand the problems and 
needs of the beginning accounting student. The end-of-chapter ma- 
terials are now divided into three sections: (a) questions, (b) exer- 
cises, and (c) problems. 
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For the advanced or graduate cost accounting course . . . 


READINGS IN COST ACCOUNTING 
BUDGETING AND CONTROL 


Edited by Dr. William E. Thomas 


. .. compiled under the sponsorship of The American 
Accounting Association. 


READINGS IN COST ACCOUNTING, BUDGETING, AND CONTROL is the out- 
growth of some planning on the part of the executive committee of the American Account- 
ing Association when considering the needs of teachers of cost accounting and budgeting. 
It was agreed that a collection of readings would be the best means to use to supplement 
the textbooks by presenting the various, and sometimes contradictory, views of leading 
practitioners and teachers, and to provide an intellectual challenge to the student. 

The basic structure of the book consists of two parts. The first part presents accounting 
and budgeting as management tools for planning and control and the theory of cost ac- 
counting for income determination. The second part of the book deals with the problem 
areas of cost accounting and budgeting which have been broken down into: (1) product 
and period costs, (2) planning and control, and (3) reports for management. 


READINGS IN COST ACCOUNTING, BUDGETING, AND CONTROL is recom- 
mended as a basic textbook for the advanced cost accounting course or for a graduate 
course in cost accounting or budgeting. Because of the nature of the material in the book, 
it can be used effectively as a supplement to the regular cost accounting textbook. It will 
also serve as a valuable source book for every accounting instructor and should be available 
in all college or school of business libraries. 


READINGS IN COST ACCOUNTING, BUDGETING, AND CONTROL may be 
ordered from the nearest office of the South-Western Publishing Company at a list price 
of $6.75 less the college discount, If the book is ordered for class use, the price of your 
examination copy will be refunded. 


All royalties on this book will be paid to the American Accounting Association. 
SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 
Cincinnati 27 New Rochelle, N.Y. Chicago 5 San Francisco 3 Dallas 2 
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THE IAS = 


Particularly in the field of adult 
education, a school is dependent for its good name upon 
the accomplishments of its students. We are 

proud of the continuing success of thousands of LAS 

students both in business and in public accounting practice. The 
chief purpose of this message is to acknowledge their achievements* 

with respect and appreciation. 

© The very fact that a man has completed a com- 


prehensive home-study course indicates ambition, 
self-reliance, willingness to work hard, and self- 


IAS students in general are 

é discipline. Sincerity of purpose is clearly demon- 
exceptionally well qualified strated in that each student pays his own fee. — 
to pursue effectively a study © Qualities like these are not common today. That 

gram designed for adult IAS men and women students possess them to a 
= 2 —_ marked degree helps to explain why so many of 
education. They are mature; our former students are found among the leading 

a recent survey showed an age accountants throughout the United States and 


Canada. 
%For one example, more than 2,600 of 


range of 18 to 59, an average 


of 31 years. Most are married een oie 1 CPA ae 
and hold responsible during the seven years 1950-56 had ob- 
; tained all or a part of their accounting 
office jobs. training from IAS. 
Many are college graduates; 
10,532 college graduates 


available free upon request. Address your 
seven years 1950-56. card of letter to the Secretary, IAS . . . 

INTERNATIONAL ACCOUNTANTS 
SOCIETY, INCORPORATED 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD ° CHICAGO 6, ILLINOIS 
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ESSENTIALS OF ACCOUNTING 
by WILLIAM A. PATON 


The material in this text offers a treatment 
of the subject that is sufficiently intensive 
for specialized courses and at the same time 
sufficiently broad to be used by those for 
whom accounting is a subordinate field, Par- 
ticular emphasis is placed on the corporate 


PROBLEMS AND PRACTICE SETS 


form of organization as the dominant mode 
of business activity, The author takes into 
consideration the expansion of governmental 
activities, the marked movemenis of prices, 
the growth of manufacturing and the long 
strides made by the cost accountant. 
1949, 863 pages, $6.50 


by WILLIAM A. PATON, R. L. DIXON and RUFUS WIXON $3.35 


RULED FORMS ss.50 


ASSET ACCOUNTING. An Intermediate Course 


by WILLIAM A. PATON and WILLIAM A. PATON, JR. 


This text stresses the expansion of resources 
through efficient utilization, the importance 
of valuation and sound interpretation of 
recorded data, methods of adjusting plant 


PROBLEMS AND CASES s2.7s 


accounts and depreciation, 
tant—finding the worth of a business enter- 
prise as a going concern. 

1952, 549 pages, $6.50 


CORPORATION ACCOUNTS AND STATEMENTS 


by WILLIAM A. PATON and WILLIAM A. PATON, JR. 


This text offers an intensive treatment of 
accounting problems and procedures center- 
ing on the corporate form of business enter- 
prise. The authors seek to clarify the es- 
sential character of corporate transactions 


PROBLEMS AND CASES ss.40 


and operatives. Topics covered include: dol- 
lar determination and reporting, fund state- 
ments and other analytical devices, and 
problems of accounting for affiliated com- 


panies. 
1966, 740 pages, $6.76 


THE FUNDAMENTALS OF ACCOUNTING: A Cost and Revenue Approach 


by DONALD H. MACKENZIE 


This text is designed to (1) present the fun- 
damental theory of accounting; (2) intro- 
duce students to the analytical aspects of 
accounting; and (3) offer accounting knowl- 
edge that can be applied to on-the-job situ- 


WORKFORMS $3.50 


ations. This edition includes new practice 
sets, greater emphasis on the use of account- 
ing data, asset analysis for control and new 
chapters on Process Accounting and State- 


ment Analysis. 
1956, 742 pages, $6.00 


PRACTICE SETS for R.S. Stewart Company $150 
PRACTICE SET for Suburban Style Shop $1.50 
PRACTICE SET for the Panton Door Manufacturing Company $150 


The Macmillan 


60 FIFTH AVENUE, NEW YORK 11, N.Y. 


Company 


PRENTICE-HALL 


A presentation of the modern concepts 
of budgeting and financial control, a how-to-do-it introduction 


to report writing, and a popular text on cost accounting .. . 
Write for approval copies today! 


BUDGETING: Profit- 
Planning and Control 


by GLENN A. WELSCH, Uni- 
versity of Texas 


CONTENTS: Budgeting Re- 
lated to the Basic Functions of 
Management. The Essentials 
for Effective Budgeting. Com- 
prehensive Budgeting for Plan- 
ning, Coordination, and Con- 
trol. Sales Planning and Con- 
trol. Production and Inventory 
Budgeting. Budgeting Materi- 
als and Purchases. Budgeting 
Direct Labor. Expense Budg- 
ets for Planning and Coordina- 
tion. Variable Budgets for Cost 
Control. Planning and Control- 
ling Cash, Capital Additions, 
and Return on Investment. 
Compilation and Application of 
the Planning Budget. Tech- 
niques and Managerial Appli- 
cation of Cost-Volume-Profit 
Analysis (Break-Even Analy- 
sis). Preparation and Adap- 
tation of Budget Reports for 
Managerial Control. 

of Budget Variations. The In- 
ter-Relationship of Budgeting 
and Standard Cost. Budgetary 
Procedure and Control for Non- 
Manufacturing Concerns. Adap- 
tion and Utilization of Budget 
Procedures. Schedule of Assign- 
ments. Problems and Cases for 
Each Chapter (including Prac- 
tice-Set). 

Published 1957 487 pages 

Text price $7.95 


REPORT WRITING 
FOR ACCOUNTANTS 


by JENNIE M. PALEN, C.P.A. 


“. . . a book that 
ticing accountant wo id ap- 
preciate having within reach 
when he is planning or working 
on a whether it be short- 
form, long-form or one required 
for a special . It is 
thorough, clear, precise and in- 
teresting and contains the fruits 
of the authors more than 
twenty of report prepara- 
tion and review experience with 
one of the international 
firms of certified public ac- 


countants. 
N. Y. Certified Public 
Accountant 


CONTENTS: The Account- 
ant’s Responsibilities. Func- 
tions and Structure of Reports. 
The Balance Sheet (7 chapters). 
The Income Statement. Con- 
solidated Statements. Miscel- 
laneous Statements (Schedules, 
Funds Statements, Liquidation 
Statements, Statistical Tables, 
Charts, Graphs, Ratios State- 
ments of Income available for 


Special etc.). The 
Opinion (8 chapters). The Dis- 
claimer. Comments (3 chap- 


ters). The Technique of Writ- 
ing Comments (8 chapters). The 
x Word. Presentations. Spe- 

i Reports. Review, 
Rendition, and Office Proce- 
dures. 
Published 1955 602 

Text price $7.00 


COST ACCOUNTING, 
4th Ed. 


by W. B. LAWRENCE, revised 
by JOHN W. RUSWINCKEL, 


Michigan State College 


Em the day-to-day 

problems and procedures of 

Ww. 

results can be reported and in- 

reted. Explains the reasons 

of the various procedures 

and how cost accounting works 
with general accounting. 


CONTENTS: Introductory Ex- 
planations. Basic Books of Orig- 
inal Entry. Material Cost Trans- 
actions. Material Valuation and 
Accounting. Accounting for 
Labor Costs. Accumulation of 
Indirect Costs (2 chapters). Ap- 
_— of Indirect Cost to 
ucts. Use of Departmental 
Rates, Periodic Statements. Spe- 
cifice-Order Cost Accounting. 
Process Cost Accounting (2 
chapters). Accounting for 
Standard Costs. Indirect Cost 
under 
(2 chapters). Cost Estimates 
Estimated Cost Accounting. 
Distribution Cost. Direct Cost- 
ing. Specialized Cost Treat- 
ments. The Budget as a Basic 
for Cost Control. Costs and Vol- 
ume Production. Capacity 
Costs. Cost Relationships. 
— Charts. Uniform Meth- 


Published 1954 659 pages 
Text price $7.00 


To obtain approval copies promptly, write BOX 903 
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TEST mA 


PUBLICATIONS 


A single proprietorship approach to elementary accounting, 
the standard text on governmental accounting, 
and a review of accounting methods for the C.P.A. candidate . . . 


Write for approval copies today! 

FUNDAMENTAL MUNICIPAL AND C.P.A. REVIEW 

ACCOUNTING: Theory | GOVERNMENTAL MANUAL, 2nd Ed. 
Edited by HERBERT E. MIL- 

and Practice, 2nd Ed. | ACCOUNTING, Srd Ed. | by 

by STANLEY TUNICK and | by IRVING TENNER, Roose- aionnlty ichigan 

EMANUEL SAXE, both of the velt College 

review 
CONTENTS: The Business os & government 


Background of Accounting. The 
Fundamental Equation of Ac- 
counts. The Ledger and Ac- 
counts. Journalizing and Post- 
ing—The Trial Balance. The 
Work Sheet and Closing En- 
tries. Accounting Records for a 
Trading Business. Business 
Papers and Procedures. Special 
Journals—Columnar Books. Con- 
trolling Accounts. Accounting 
for Cash. Adjusting Entries: 
Accruals and Deferrals. Adjust- 
ing Entries: Depreciation, Bad 
Debts and Related Problems. 
The Work Sheet—Classified Fi- 
nancial Statements. Negotiable 
Instruments. Accounting for Ne- 
gotiable Instruments @ chap- 
ters). Voucher System. Partner- 
ship Accounting. Admission of 
a Partner. Special Partnershi 
Problems. The Corporation. oe 
poration Accounting. Account- 
ng for Corporate Bonds. The 
le of a Business. Manufactur- 
ing Accounts. Cost Accounting. 
Departmental Accounting. Man- 
agerial Aspects of Accounting. 
Tax Aspects of Accounting. An 
Integrated Summary of Ac- 
counting Theory. Appendices. 


Published 1956 852 pages 
Text price $7.00 


extensive knowledge of related 


financial aspects of governmen- 
tal operations. 

CONTENTS: Principles and 
Standards of Governmental Ac- 
counti Classification of Ac- 
counts. Budgeting. The General 
Fund Balance Sheet. General 
Fund Revenues. General Fund 


Nine - 
od the REVIEW MAN. 
UAL to eliminate reference to a 
variety of other books while pre- 
paring fcr C.P.A. examinations. 


areas from which C.P.A. exam- 
ination question are taken. 


Using this manual saves time 


and energy—for all the necessary } 


information and advice are in 
a convenient, single package. 


CONTENTS: Introduction, 
Thomas W. Leland. Audi 


counting, Irving Tenner. Con- 
solidated Statements, Herbert E. 
ory Cost A ing, Wil- 
iam J, Schlatter. Sundry Topics, 
H. A. Finney and Herbert E. 
Miller. Taxation, Howard A. 


For approval copies, write BOX 903 
PRENTICE-HALL, Inc. 
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Englewood Cliffs, New Jersey’ 


and other forms of government. Bo. 
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Available to Universities, Colleges, and Business 
Schools for Classroom Instruction 


CONSTRUCTIVE ACCOUNTING 
The sixth edition (1956) brings up to date this time-tested course, which incorpo- 
rates teaching experience dating back to 1910. A unique and effective approach to 
the study of Accounting. Detail work held to a minimum by use of special forms. 


Lectures, Problems, Theory Questions, Instructions for Prectice Set Work 
Single Proprietorship, Partnership, and Corporation Practice Sets 
ADVANCED ACCOUNTING | 
Full treatment of advanced corporation accounting, partnership accounting, state- 
ment of new assets and their applications, funds, reserves, valuation accounts, 
surplus appropriations, preparation, analysis and interpretation of statements. 
Lectures, Problems and Theory Questions 
ADVANCED ACCOUNTING Il AND AUDITING 
Professional training in mergers, consolidations and consolidated statements; spe- 
cial advanced subjects; auditing and audit case. Available in three units. 
Lectures, Problems, Theory and Auditing Questions, Audit Case 
COST ACCOUNTING 


Principles and procedures of factory cost accounting with emphasis on the value of 
costs for managerial control and on methods of installation and operation. 


Lectures, Problems, Theory Questions, instructions for Practice Set Work, 
Specific Order and Process Costs Practice Sets, Standard Cost Case 


OTHER WALTON PUBLICATIONS 


Municipal Accounting Math. of Acctg. & Finance (2 Vols.) 
Stock Brokerage Accounting Business Law (4 Vols. & Workbooks} 
CP.A. Exam. Review Office Procedure & Practice 


Printed Solutions, Answers, and Master Practice Sets are available. 
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Accounting Home-Study 


made interesting and practical 
thru problem method 


MAIL COUPON FOR FREE BOOK | 


ing fits many men for positions that pay 

four to ten thousand dollars a year and 
up—gives many other men unusual opportu- 
nity to start a profitable growing business of 
their own. 

You probably realize also that the account- 
ing profession faces the greatest opportunity 
it has ever had. 

The only question is—just how practical is 
it for you to train yourself adequately in 
Accounting through home study? 


And the answer lies in the LaSalle Problem 
Method. 


For this modern plan of training act only 
makes Accounting study at home thoroughly 
practical but makes it interesting as well. 


And here’s how: 


You Learn by Doing 


Suppose it were your privilege every day to sit in 
conference with the auditor of your company or the 
head of a successful accounting firm. Suppose every 
day he were to lay before you in systematic order the 
various problems he is compelled to solve, and were 
to explain to you the principles by which he solves 
them. Suppose that one by one you were to work 
those problems out—returning to him every day for 
counsel and assistance— 

Granted that privilege, surely your advancement 
would be far faster than that of the man who is com- 

one. 


Was know as well as we do that Account- 


Under the LaSalle Problem Method you pursue, to 
all intents and purposes, that identical plan. You ad- 
vance by solving problems. 


Only—instead of having at your command the 
counsel of a single individual—one accountant—you 
have back of you the organized ience of a great 
business training institution, the authoritative find- 
ings of scores of able accounting specialists, the ac- 
tual procedure of the most successful accountants, 

Thus—instead of fumbling and blundering—you 
are trained in the solving of the very Problems you 
must face in the higher accounting positions or in aa 
accounting practice of your own. Step by step, you 
work them out for yourself—uatil, at the end of your 
training, you have the kind of = and experience 


for which business is and glad to pay real 
money. 
One Out of 13 of All C.P.A.'s 
Is Trained 


If you want still more proof, remember that over 
4,200 C.P.A.’s—one out of every 13 of all these in the 
United States who have passed the difficult examination 
for the C.P.A. Certificate—are LaSalle alumni. 


And knowing these facts, ask yourself if there can 
be any further question about the practicability of 
this training for you—ask rather if the real question 
is not about the size of your own ambition and the 
quality of your determination. 

For Accounting is no magic wand for the lazy 
or the fearful or the quitter—it offers success only 
to the alert adult who has the courage to face the 
facts and the will to carry on till the job is done. 

If you are that individual, the coupon below, filled 
out and mailed, will bring you free the information 
that may open up to you the future of which you have 
dreamed—ability and income and success. Is it not 
worth getting that information? 


Member, National Home Study Council 


LASALLE EXTENSION UNIVERSITY 


CHICAGO 5, ILLINOIS 


Correspondence Vustitution 


LASALLE EXTENSION UNIVERSITY 
A CORRESPONDENCE INSTITUTION 


Dept. 1062-H 417 S. Dearborn St., Chicago 5, lil. 
Please send me, free of all obligation, illustrated book “Accountancy, the 
i Pays,” tolling chout tee tnd your 
training for success in that field. 
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PACE ACCOUNTING SERIES 


A well-planned educational program has a definite objective, lays a sound groundwork in funda- 
mentale, provides a step-by-step progression from simple to advanced concepts, aveids needless 
duplication, and provides a broad coverage of subject matter. Over a continuous span of 50 years, 
the present and prior editions in the Pace Accounting Series have met all these requirements in 
courses preparing for professional practice (C.P.A:); for executive accounting positions; and for 
executive positions in business administration, management, and finance that call for a thorough 
understanding of accounting concepts and techniques. In brief outline— 


BASIC ACCOUNTING—Part I (1954) 
Covers fundamental accounting concepts; simple accounting records and controls; reserves; 
adjustment and closing procedures; and simple financial statements. 


BASIC ACCOUNTING—Part Il (1954) 
Deals with constructive phases of aceounting; correlated ledgera; comparative statements; 
sources and application of funds; cash besis; and partnership accounts. 


CORPORATION ACCOUNTING (1954) 


mergers, consolidations, and comprehensive corporate financial statements. 


COST ACCOUNTING (1956) 


costs; break-even computations and charts; and direct costing procedures. 


SPECIALIZED ACCOUNTING (1957) 


Deals with domestic branches; foreign branches; department store procedures; installment 
receivables ; 


AUDITING (1955) 
Considers auditor's objectives and responsibilities, and generally accepted auditing standards; 
and presents a detailed exposition of the techniques and procedures whereby the auditor ac- 
complishes the andit objectives. 


Each text is basically designed for one semester, and contains problems ample both for classroom 
of interest, and aid the instructor by minimizing the need for detailed course planning. Each text 


is, however, an independent unit, and any velume may be integrated with an existing program of 


study. 
Sixty-day examination copies, with teaching outlines, sent to schools upon request. Instructors’ keys 
provided on adoption. 


PACE & PACE 


296 Broadway New York 7, N.Y. 
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Used in Colleges Everywhere— nal 


Now in the 8TH EDITION ... A 


Montgomery’s AUDITING 


By NORMAN J. LENHART, C.P.A. and 
PHILIP L. DEFLIESE, C.P.A. 


—Partners of Lybrand, Ross Bros. & Montgomery 


This famous guide provides the student of auditing with 
indispensable help in mastering the fundamentals of sound 
accounting and financial mana; t. Just published, the 8th Edition 
fully reflects the impact of 's business conditions, taxes, legisls- 
tion, rulings of accounting sasiiihie and government agencies. Gives 
policy advice based on the accumulated experience of the authors and 
their professional associates; forthright opinion on controversial is- / 


sues; practical working procedures. 


Insuring the student’s all-round grasp of the subject, Mont- 
gomery’s discusses each major account in terms of (1) ac. 
counting principles, (2) internal control, (3) auditing procedures, and 
(4) statement presentation. Clarifies the distinction between internal 
management in accountants in regard to each, and points 
out the resulting las aeeet selection and timing of audit procedures. 

Audit Coordination Aids Internal Control Questionnaires 
766 Pages $10 Special price on classroom quantity orders 


AUTHORITY—Acclaimed as the Ameri- FULL COVERAGE OF: Services Performed by 


can standard for nearly fifty years 
PRACTICALITY—Counsel directly applic- 
able to today's business decisions 


ORGANIZATION—Four-fold approach to 
each account which has proved so effec- 


Certified Public Accountants. Auditing Stand- 
ards. Qualifications and Responsibilities. Audit- 
ing Procedures. Internal Control. The Short- 
Form Financial Statements. Cash. Mar- 
ketable Securities. Receivables. Inventories. 

» Plant, and Equipment. Depreciation 


wong and Depletion. Term Investments, Intangi- 
tive in teaching the subject ble and Contingent Assets. P id. Expenses 
INTERNAL CONTROL—Extended treat- and Deferred Current Liabilities. ‘Long 


ment to clarify modification of traditional 
audit procedures 


NEW CHAPTERS on Management Ser- 
ices and Taxes 


Term Debt. Other Long-Term Liabilities. Cap- 
ital and Dividends. Revenue, Costs, and Ex- 

Consolidated Financial Statements. 
Taxes. Long-Form Report. Management Serv- 
ices. Procedure Under Federal Securities Acts. 


Other RONALD Books by Partners of 
the Accounting Firm of Lybrand, Ross Bros. & Montgomery . . . 


RETAIL MERCHANDISE ACCOUNTING, 2nd Ed., BELL $12.00 
SEC ACCOUNTING PRACTICE AND PROCEDURE, RAPPAPORT ...... eecdes 15.00 


Montgomery’s FEDERAL TAXES, 36th Ed. 


BARDES, MAHON, McCULLOUGH, RICHARDSON 15:00 


THE RONALD PRESS COMPANY 
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TOP CLASSROOM GUIDES... 


Audit Practice Case 


By ERNEST COULTER DAVIES and JOHN H. MYERS 
—both Northwestern University 


ing textbook, instructions are set up in the form of an audit = 
gram with working papers for the prior year provided. “The 


progresses, he should gain a feeling of accomplishment.” —N. Y. 


Certified Public Accountant. Teacher’s Manual available. 
84% x 11. In 5 Parts. 312 pp. $6.75 


Accounting Systems—Design and Installation 


By J. BROOKS HECKERT, The Ohio State University; and 
HARRY D. KERRIGAN, University of Connecticut 


How to build, install, or improve any accounting system. Written 
around essential business functions, this popular textbook shows 
how to analyze system situations, determine statistics 

design records and procedures for efficient coordination of opera- 
tions. Stresses internal control aspects of each accounting pro- 
cedure. “Constructive and realistic in terms of uncovering and 
handling subject problems.”—N. Y. Certified Account- 
ant. Teacher’s Manual and a Workbook are available. 2nd Edi- 
tion. 348 ills., 663 pp. $7 


Business Budgeting and Control 


By J. BROOKS HECKERT and JAMES D. WILLSON, 
The O. A. Sutton Corporation, Inc. 


Management’s view of budgeting principles, methods, and con- 
trols. This up-to-date textbook covers each phase of the prepara- 
tion and operation of budgets. Treats statements of financial con- 
dition and income and expense; profit planning and the control 
application of budget data; the break-even chart as a tool of 
analysis. Numerous illustrations of reports, work sheets, state- 
ments, etc. “An outstanding text in the field.”—The Informed 
Executive. Teacher’s Manual available. 2nd Edition. 100 ills., 
441 pp. $6.75 


15 East 26th Street, New York 10 


Complete, integrated study of a small manufacturing firm— 

arranged for utmost teaching flexibility. Adaptable to any audit- 
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OUTSTANDING IRWIN TEXTS: 
| 


HOLMES, MAYNARD, EDWARDS, and MEIER — revisep EDITION 


HOLMES and MEIER — revisep EDITION 


HOLMES and MEIER 


RICHARD D. IRWIN, INC. 
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ELEMENTARY ACCOUNTING 


By ARTHUR W. HOLMES, University of Cincinnati 
GILBERT P. MAYNARD, University of lowa 
JAMES DON EDWARDS, Michigan State University 


ROBERT A. MEIER, Loyola University (Chicago) 


This thoroughly modern presentation of accounting principles and procedures for the 
beginning student is briefer and more teachable than ever before. It has been made 
more understandable to the student through clearer explanations, better selection of 
material, and improved illustrations. Terminology agrees with the latest recommenda- 
tions of professional accounting organizations and with that used in current practice. 
There are more than 300 problems, carefully integrated with the text material, to aid 
in classroom presentation. Teaching aids to accompany the text include 1) two books 
of working papers, 2) two practice sets, and 3) two Solutions Manuals, one containing 
a key to the practice sets and the other providing answers to all questions and problems 
in the text. 


saa 


INTERMEDIATE ACCOUNTING 


By ARTHUR W. HOLMES and ROBERT A. MEIER 


Designed for use in intermediate accounting courses, this text affords a smooth pro- 
gression for the accounting major to more advanced situations. There is a streamlined, 
direct approach to Statement of Application of Funds and an interwoven presentation 
of Income Statement and Balance Sheet effect of related transactions. New questions 
and problems are provided for each chapter. 


ADVANCED ACCOUNTING 


This comprehensive, easy-to-teach text emphasizes modern accounting practice and 
provides a flexible organization of material that may be adapted to the requirements 
and preferences of individual instructors. Each chapter contains selected questions and 
problems of the type usually included in C.P.A. examinations. 


HOMEWOOD, ILLINOIS 
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4A FOR YOUR AUDITING CLASSES 
HOLMES 


AUDITING: Principles and Procedure 


The Fourth Edition of this outstanding auditing 
text includes the most recent developments in 
auditing and incorporates suggestions made 
by adopters of earlier editions. Designed for 
use by both students and practitioners, it 
offers a working knowledge of the subject 
through the practical application of auditing 
principles and procedures and the adherence 
to sound auditing standards. It is not spe- 
cialized but deals with auditing practices 
applicable to merchandising and manufac- 
turing concerns in general. 


This new text for one-semester auditing 
courses is not an abridgement or condensation 
of the author's Auditing: Principles and Pro- 
cedure. Rather it provides self-sufficient text 
material for short auditing courses and, with 
the addition of laboratory hours, can be easily 
adapted to two-semester courses. 

Each chapter in Basic Auditing Principles is 
divided into three parts: 1) the presentation 
of proper internal control features applicable 


Fourth Edition 


Increased emphasis has been placed on 
internal control and there is a closer tie-in 
between accounting theory and auditing. To 
aid in classroom presentation, new questions 
and problems are included for each chapter 
and revised Illustrative Audit Papers accom- 


pany each copy of the text. A complete 
Solutions Manual is available to adopters. 


822 pages plus 
Illustrative Audit | Copyright 1956 


HOLMES | 
BASIC AUDITING PRINCIPLES 


to a function or an item, 2) presentation of 
internal and independent auditing principles, 
standards, procedures, and techniques appli- 
cable to the item, and 3) presentation of 
proper accounting statement standards. Illus- 
trative audit working papers appear through- 
out the text. Questions and problems are 
provided for each chapter. 


361 pages Copyright 1957 


aff FOR PRACTICAL APPLICATION 
HOLMES § 


AUDIT PRACTICE PROBLEM: Metaicraft, Incorporated 


This audit practice problem requires approx- 
imately 15 hours for the solution, exclusive 
of the report but including indexing, the 
preparation of adjusting entries, the com- 


Revised Edition | 


pletion of the working sheets, and the prepara- 
tion of financial statements. Working papers 
are included with the problem. A Solutions 
Manual is available to adopters. 


HOLMES AND MOORE 


AUDIT PRACTICE CASE: The Universal Corporation 


Current accounting procedure is reflected in 
this widely adopted audit practice case. 
College students are provided the opportunity 
to apply theory to actual practice under con- 


RICHARD D. IRWIN, INC. 


HOMEWOOD, ILL 
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Fourth Edition fim 
is ditions similar to those encountered in ang 
actual audit. It conforms throughout to rec-™ 
ognized auditing standards. A complete 
Instructor's Guide is available to adopters. 
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By WILLIAM W. PYLE, University of Oregon Third E 


This outstanding basic text for elementary In later chapters the mechanics of bookkeeping 


courses in accounting has been designed to are de-emphasized and there is greater ste This po 
prepare accounting majors adequately for later on business practices and on accounting as @ 2 to 
intermediate instruction and to give nonmajors tool to aid in controlling business operations, § stateme 
need in business. Difficult material is explained : industri 
wealth of problem material. For each chapie} ™ 
in a simple manner with emphasis on explain- ull 
f there are regular problems plus alternate gg caref 
ing to the student “why” and well as “how”. ; 
supplementary problems, as well as question date. T! 
Fundamental Accounting Principles wins the for class discussion. In addition, many of tha of pres 
student in the first few weeks of the course by chapters contain class exercises. A complet ds 
facilitating his understanding of 1) end of fiscal Solutions Manual (in two volumes) is avo — 
period adjustments, 2) closing entries, 3) the able to adopters of the text. “as 
work sheet, and 4) the merchandising accounts. 825 pages Copyright 1955 ; 
¥ 
An outstanding package of teaching aids is available to accompany Pyle’s Fundamentd By RO 
Accounting Principles, including: 
All of 
covere 


by Clarence L. Dunn and E. V. McCollough, both 
Louisiana State University. This problem book provides additional problems of a t 


texts. 

somewhat different from those in the text. They are closely correlated with the text - 
terial and are reasonably brief and thought provoking. A Solutions Manual is availabl | 
mana 

as su 

A complete Workbook of Study Guides is available to hel of al; 


students understand the important points of each chapter. The guides require little writi 
and can be checked by the instructor with ease. 


Three Practice Sets are available for use. Each is closely co-ordinated wi 
the text material and shows the application of basic principles to actual practice. 
separate Solutions Manual is provided for the sets. 


By V 
Two books of Working Papers are available which supply all of the 

material necessary for working the problems for each chapter of the text. They are def This 
signed to eliminate unnecessary paper work. stude 
profe 
To aid the instructor in preparing test questions, a booklet containim Tegul 
a series of nine objective tests is available. These tests may be easily duplicated {ag divis 
classroom distribution. Answers are provided. the 1 
natu 
With these check figures students may check the accuracy of their probles don 
solutions. Sheets containing a check figure for each end-of-the-chapter problem and ¢ featu 
ternate problem are available free of charge to students. the 
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Y. MCMULLEN, Northwestern University. 


This popular and widely adopted text explains 
how to read, analyze, and interpret financial 


tions, § statements of commercial and industrial business 
re isg enterprises and of certain selected specialized 
chapter industries. The new Third Edition has been 
nate gf carefully revised, expanded, and brought up to 
1estion§ date. The organization, clarity, and completeness 
- Of th of presentation has been improved and recent 
omplek tends in terminology and financial statement 
7 forms have been incorporated. 
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By ROBERT N. ANTHONY, Graduate School of 
All of the important accounting principles are 


covered in this new text but without the details 
that comprise the bulk of typical accounting 


texts. It is intended for students who expect to 
become users of accounting information for 
managerial purposes, rather than accountants 
as such. The text may be adapted to courses 
of almost any length by using or dropping 
cases as needed. The cases provide a basis for 


of th 

are def This popular auditing text meets the needs of 
students who will enter the public accounting 
| Profession, do auditing work for a governmental 

taining egulatory agency, or enter the internal auditing 

led fof division of a large corporation. It also serves 
the needs of students who want to know the 
Nature of auditing activities even though they 

robles 2° not plan to fill auditing jobs. An important 

ind df feature of the text is the recognition it gives to 


the increasing attention devoted to internal 


FINA n, A 
Third Edition e@ By RALPH D. KENNEDY, The George Washin 


| interpretation 


on University, and STEWART 


For the convenience of instructors and students, 
a large number of the ratios and other results 
of computations necessary for problem solution 
have been supplied in order to permit greater 
attention to the process of analysis and inter- 
pretation. Each copy of the text is accompanied 
by a supplementary booklet of questions and 
problems. A complete Solutions Manual is 
available to adopters. 


682 pages Copyright 1957 


Business Administration, Harvard University 


class discussion and the opportunity to acquire 
experience in the practical application of 
fundamental principles and concepts. 
Available to adopters is an outstanding Teach- 
er's Manual which provides detailed commen- 
taries on the cases, together with suggestions 
as to approach based on classroom experience 
in using the cases. 


690 pages Copyright 1956 


By WALTER B. MEIGS, University of Southern California 


control by both auditors and business executives. 
In addition, the function of the auditor as an 
advisor and counselor to top management is 
reflected throughout. 

To aid in classroom presentation, there are 
questions and problems for each chapter of the & 
text as well as a separate paper-bound booklet 
of additional questions and problems. A com- 
plete Teacher's Manual is available to adopters. 

597 pages Copyright 1953 
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Fitth Edition e By JOHN J. W. NEUNER, City College of New York 


The new Fifth Edition of this outstanding basic 
text for courses in cost accounting retains all 
those qualities that have made Neuner the 
most widely used book on cost accounting 
ever published. These features include teach- 
ability, logical arrangement, simple explana- 
tions, modern up-to-date illustrations, three 
outstanding practice sets, and plenty of prob- 
lems carefully graded and integrated with 
the text material. All illustrative material has 
been brought up to date and further refine- 
ments and improvements as the result of 
classroom experience make this text more 
valuable and useful than ever before. 


The treatment of managerial control through 
cost accounting has been revised and ex- 
panded. The material on profit planning and 


control has been enlarged and refined to ip 
clude in chapters 24, 25, and 26 a discussigg 
of direct costing, cost-volume-profit studigs 
and break-even analysis, and decision 
making costs. In addition, there is new 
material on the cost accounting and cog} 
procedure effect of GAW and automation, 


To aid in classroom presentation, new problem 
material has been provided throughout the 
text. There is an increased number and 
greater variety of questions for discussiog 
and review. The C.P.A. problems have been 
brought up to date and distributed throughout 
the text in the chapters to which they are 
related. The new 2” per cent F.1.C.A. rate is 
used in the text, problems, and solutions. 
963 pages Copyright 1957 


Three outstanding Practice Sets — Job Order, Process, and Standard 
Costs — accompany Neuner. They have been completely revised and brought up te 
date. Clerical work has been reduced to a minimum. The Standard Cost set includes 


new Managerial Reports on Variations. 


Two complete Solutions Manuals are available to adopters. One 
provides answers to all questions and problems in the text. The other contains solutions 
to the three Practice Sets. In addition, revised objective tests are again available. 


Revised Edition e 
By R. M. MIKESELL, Indiana University 
The Revised Edition of this comprehensive, 


widely adopted text continues to place em- 
phasis on the “why” of governmental 


accounting and to make frequent comparisons 
between commercial and governmental 
accounting practices. The unique chapters on 
the accounting problems of hospitals and 
educational institutions have been retained 
and modernized. The latest recommendations 
of the Municipal Finance Officers Association 


of the United States and Canada and its 
National Committee on Governmental Ac 
counting have been incorporated. 


Ample problem material is provided through- 
out the text, and all of the problems are 
closely correlated with the text material. A 
complete Solutions Manual is available to 
adopters. 


751 pages Copyright 1956 
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PLACEMENT INFORMATION 


ACCOUNTING EDITOR 


College textbook publisher offers unusual opportunity for accounting trained 
man to assume responsibility for complete publishing program including plan- 
ning and development of product editing and working with authors. Require- 
ments: college graduate, 30-45 years old, CPA certificate, Masters degree, col- 
lege teaching experience. Write stating complete personal history and salary 
desired. 

#4571 


ACCOUNTING RESEARCH 


Vol. 8 No. 2 April 1957 


CONTENTS 
THE TAXATION OF CAPITAL GAINS. IN THE UNITED STATES 
THE FINANCIAL ORGANISATION OFA COMPANY IN THE SEVENTEENTH CENTURY 
LOCAL TAXATION IN WESTERN GERMANY 


ACCOUNTING COmVT yee PRICING PC POLICIES AND THE TRADE CYCLE 
- McB. Grant and R. L. Mathews 


Book Reviews 
Congres Européenne des Experts Comptables et Financiers. (Re- 
viewed by 
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Limited Force in R. Keith Mary Mur eviews = ) 
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versity—Edited by R N. Anthony. (Ravigwed by DW. Hoper) 
Manual Cost Accounting im the Footwear I: i by the Incorporated Federated 
Associations of Boot and Shoe Manufacturers of Great Britain and Ireland and the Society of Incor- 
rated Accountants. (Reviewed by C. W. 
& of by A. C. Littleton and B. S. Yamey. (Reviewed by Mary E. 
Murphy 
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FULL MEMBERSHIPS 


in the 


AMERICAN ACCOUNTING ASSOCIATION 


$5 per year ($5.50 outside United States) 
Life Memberships are $100 


Members receive the ACCOUNTING REVIEW and occasional other publications 
without further cost, are entitled to attend the annual conventions, and may vote 
at the annual meetings. The requirement for membership is an interest in the ad- 


vancement of accounting theory and practice as outlined in the official objectives of 
the Association. 


ACTIVITIES 
The principal activities of the Association consist of its publications, the work 
of its committees, and the annual conventions. Generally five or more sessions or 
round tables are scheduled at the annual meeting to provide for the presentation. 
of papers on a variety of subjects. At this time a business meeting is held, commit- 
tee reports are presented, and officers are elected. 


Memberships may not be held by firms, schools or libraries. Such institu- 
tions may subscribe for the ACCOUNTING REVIEW, of course. 


Write for an application blank or information booklet 


AMERICAN ACCOUNTING ASSOCIATION ss 
College of Commerce and Administration 
The Ohio State University 
Columbus 10, Ohio 
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P. .blications in Stock 


Il. MONOGRAPH—No.3.AN INTRODUCTION TO CORPORATE ACCOUNTING STAND- 
ARDS, by Paton and Littleton, (Reprinted in 1955.) ($1.50 per copy, including postage.) 
II. ean No. 1, 2, 4, and § are out of stock; No. 4 can be obtained from the Foundation 
Flatbush Avenue Extension, Brooklyn 1, New York.) 
Ill. Price Level Changes and Financial Statements, Case Studies of Four Companies by Ralph 
C. Jones, 192 pages $3.00 


Price Level Adjustments, Basic Concepts and Methods by Perry Mason, 32 pages, 50 
Combination Price $3.25 
Effects of Price Level Changes on Business Income, Capital, and Taxes by Ralph C. Jones, 
199 pages paper $335 

Cloth $4.00 
Combination price for above 3 volumes, paper .00 
Combination price—First 2 paper, third volume cloth 75 


IV. BOOKLET—ACCOUNTING AND REPORTING STANDARDS FOR CORPORATE 
FINANCIAL STATEMENTS AND PRECEDING STATEMENTS AND SUPPLEMENTS, 


50¢ per copy 
V. Membership Roster—January 1, 1957—$2.00. 
VI. Index—-THE ACCOUNTING REVIEW—1926-1950—$2.50 per copy, 1951-1955—$2.50 per copy 


Vl. PROCEEDINGS OF THE AMERICAN ASSOCIATION OF UNIVERSITY INSTRUCTORS 
IN ACCOUNTING 
(Predecessor of the American Accounting Association.) ($1.10 per copy, including postage.) 
Vol. I. No. 1, May 1917 Vol. VIII, No. 1, June 1924 
Vol. VII, No. 1, Apr. 1923 Vol. IX, No. 1, Feb. 1925 
Vol. IX, No. 2, Dec. 1925 


VII. THE ACCOUNTING REVIEW 
$1, y inclu No charge for separate index for issues prior 


bound in with 1952.) The following issues are 

available: 
Index—1928, 1934, 1939-1951, incl. 
ACCOUNTING REVIEW— 

1936—Sept. 1954—Oct. 

1940—June, Dec. 1955—Jan. 

1951—Jan., July 1 Jan. Qe 

1952— uly, Oct. 1957— an., Apr. 

1953—Jan., April, July, Oct. 


-Treasurer (Use this as an order form) 
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Have you seen these NEW books? 
PRINCIPLES OF ACCOUNTING, Intreductory, 5th ed. 


by HARRY A. FINNEY, C.P.A. and HERBERT E. MILLER, 
C.P.A., University of Michigan 


This new edition gives greater consideration to the needs and interests of 
the non-major, without losing any of its suitability for courses primarily 
for the accounting major. It adds several topics that offer background 
information useful to all business administration students. Adds flexibility 
to the text by arranging the chapter sequence in such a way that a teacher 
may omit or defer certain topics without creating difficulty for the student 
in subsequent assignments. 

Approx. 768 pages 6" x9 Published 1957 © Text Price $6.95 


COST ACCOUNTING AND CONTROL 
by CECIL GILLESPIE, Northwestern University 
The “why” and “how” of cost accounting, cost control and costs for use 
in planning a business! This new text gives your students a true picture 
of what to expect in their future work. Special attention is paid to reports 
for management and managerial use of cost accounting. Features: covers 
all sizes of enterprises, develops a factory from small: to medium size and 
then to a large one; uses visual aids judiciously; presents organizational 
charts and plant layouts together with complete reports in the actual 
format used in business. 

8% pages © -e Published June 1967 Text Price $7.98 


A DICTIONARY FOR ACCOUNTANTS, 2nd ed. 
by ERIC L. KOHLER, C.P.A., Consulting Accountant 


A new Second Edition of the first and only complete accounting diction- 
ary for accountants lists and defines approximately 2600 terms, adding 
300 to the previous edition. Hundreds of modifications and extensions of 
original terminology have been made to conform with current usage. 


Terms throughout have been translated into everyday language with each 
definition reviewed by both professional and academic critics. The discus- 
sions of many terms show various shadings of meanings as employed in 
different fields and situations. 


Eric Kohler is also the author of AUDITING, An Introduction to the 
Work of the Public Accountant, 2nd. (Prentice-Hall, 1954) and PRAC- 
TICE PROBLEM IN AUDITING (Prentice-Hall, 1955). 


Approx. 528 pages 6” x9 © Published Sept. 1967 Text Price $7.50 


To receive approval copies prompily, write: Box 903 


PRENTICE-HALL, Inc. 
Englewood Cliffs, New Jersey 
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